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From the President 

Freedom and the Pitfalls of Predicting 
the Future 
B Y R I C H A R D M. E B E L I N G 

Th e p r o s p e c t s for f r e e d o m in A m e r i c a a n d in 

m a n y o t h e r par t s o f t h e w o r l d a p p e a r d i m . G o v ­

e r n m e n t c o n t i n u e s t o g r o w b i g g e r a n d m o r e 

in t rus ive , i m p o s i n g t ax b u r d e n s tha t s i p h o n vast a m o u n t s 

o f p r i v a t e w e a l t h . E x t r a p o l a t i n g these t r ends o u t for t h e 

fo reseeab le fu tu re , it w o u l d s e e m tha t t h e c h a n c e s for 

w i n n i n g l i be r ty are h i g h l y unl ikely . T h e r e is o n l y o n e 

p r o b l e m w i t h this pess imis t ic forecast : t h e fu tu re is 

u n p r e d i c t a b l e a n d a p p a r e n t t r ends d o c h a n g e . 

M a n y years a g o t h e f a m o u s p h i l o s o p h e r o f s c i ence 

Kar l P o p p e r p o i n t e d o u t , " I f t h e r e is s u c h a t h i n g as 

g r o w i n g h u m a n k n o w l e d g e , t h e n w e c a n n o t an t i c i pa t e 

t o d a y w h a t w e shall o n l y k n o w t o m o r r o w . " W h a t d o e s 

this m e a n ? W h e n I was in h i g h s c h o o l in t h e 1960s , I 

c a m e across a n issue of Popular Science m a g a z i n e p u b ­

l i shed in t h e la te 1940s t h a t was d e v o t e d t o p r e d i c t i n g 

w h a t life w o u l d b e l ike for t h e average A m e r i c a n family 

in t h e 1970s . O n t h e c o v e r was a p i c t u r e o f a w i fe a n d 

c h i l d r e n s t a n d i n g b y a w h i t e p i c k e t f ence w a v i n g g o o d ­

b y e t o d a d as h e w e n t off t o w o r k — i n his o n e - s e a t m i n i -

h e l i c o p t e r ! 

Ins ide , as bes t as I c a n recall , t h e a u t h o r s t a lked a b o u t 

s u c h t h i n g s as c o l o r t e lev i s ions , v a r i o u s n e w h o u s e h o l d 

app l i ances , r o b o t s t h a t w o u l d d o m u c h o f o u r w o r k , a n d 

t h e use o f j e t p l anes for c o m m e r c i a l t ravel . W h a t was n o t 

m e n t i o n e d , h o w e v e r , was t h e p e r s o n a l c o m p u t e r o r t h e 

r e v o l u t i o n in c o m m u n i c a t i o n , k n o w l e d g e , a n d w o r k t h a t 

it has b r o u g h t a b o u t . W h e n t h a t issue o f Popular Science 

was p u b l i s h e d , o n e essent ial e l e m e n t o f t h e c o m p u t e r 

r e v o l u t i o n h a d n o t ye t b e e n i n v e n t e d : t h e m i c r o c h i p . 

T h o s e a u t h o r s c o u l d n o t i m a g i n e a w o r l d w i d e t e c h ­

n o l o g i c a l r e v o l u t i o n b e f o r e t h e c o m p o n e n t t h a t m a d e it 

all poss ib le was c r e a t e d by m a n . O u r inescapab ly i m p e r ­

fect k n o w l e d g e m e a n s w e can n e v e r p r e d i c t o u r o w n 

fu tu re . If w e c o u l d p r e d i c t t o m o r r o w ' s k n o w l e d g e a n d 

its p o t e n t i a l s , t h e n w e w o u l d a l ready k n o w e v e r y t h i n g 

t o d a y — a n d w e w o u l d k n o w w e k n e w it! 

T h i s appl ies t o social , po l i t i ca l , a n d e c o n o m i c t r ends 

as wel l . M o s t p e o p l e in 1 9 0 0 e x p e c t e d t h e t w e n t i e t h 

c e n t u r y t o b e an e p o c h o f g r o w i n g i n t e r n a t i o n a l p e a c e 

a n d h a r m o n y . In 1 9 1 1 N o r m a n A n g e l l a r g u e d in The 

Great Illusion t h a t w a r h a d b e c o m e so cost ly tha t it 

w o u l d b e i r r a t i ona l t o b e d r a w n d o w n tha t p a t h any 

l o n g e r . B u t , ins tead , t h e past c e n t u r y was t h e b lood i e s t 

a n d m o s t de s t ruc t i ve in h i s t o ry d u e t o t h e rise o f p o l i t ­

ical a n d e c o n o m i c co l lec t iv i sm. T h e confl icts tha t c o l ­

l ec t iv i sm b r o u g h t i n its w a k e have cost possibly 2 5 0 

m i l l i o n lives over t h e last 100 years . N o o n e an t i c ipa t ed 

this t u r n o f even ts w h e n t h e c e n t u r y b e g a n . 

W h e n I was an u n d e r g r a d u a t e in t h e late 1960s t h e 

t e x t b o o k ass igned in m y first e c o n o m i c s class was t h e 

s e v e n t h e d i t i o n o f Pau l Samue l son ' s Economics ( 1967) . 

T h e r e was a g r a p h tha t t r a c k e d U . S . a n d Sov ie t Gross 

N a t i o n a l P r o d u c t ( G N P ) f r o m 1 9 4 5 to 1 9 6 5 . S a m u e l s o n 

t h e n p r o j e c t e d A m e r i c a n a n d Sovie t G N P t h r o u g h t h e 

rest o f t h e cen tu ry . H e a n t i c i p a t e d tha t possibly by t h e 

early 1980s , b u t ce r t a in ly by 2 0 0 0 , Sovie t G N P w o u l d 

b e e q u a l t o o r e v e n g r e a t e r t h a n tha t o f t h e U n i t e d 

States . N o t i c e his imp l i c i t p r e d i c t i o n tha t t h e r e w o u l d b e 

a Sov ie t U n i o n in 2 0 0 0 . 

W h i c h o f us really e x p e c t e d t o see t h e e n d o f t h e 

U . S . S . R . in o u r l i fe t imes, w i t h o u t e i t h e r a n u c l e a r ca t a ­

c lysm o r a devas ta t ing a n d b l o o d y civil war? In t h e 

m i d - 1 9 8 0 s t h e of ten p e r c e p t i v e F r e n c h social c r i t ic 

J e a n - F r a n c o i s R e v e l ( w h o d i e d in Apr i l ) p u b l i s h e d How 

Democracies Perish, in w h i c h h e expressed his tear tha t t h e 

loss o f m o r a l a n d i deo log i ca l c o m m i t m e n t t o f r e e d o m 

b y in te l lec tua ls a n d m a n y o t h e r p e o p l e in t h e W e s t 

m e a n t tha t t h e g lobal t r i u m p h o f c o m m u n i s m u n d e r 

Sov ie t l e ade r sh ip was a s t r o n g possibili ty. Ins tead it was 

Sov ie t c o m m u n i s m tha t d i s appea red f rom t h e m a p . 

W h o in J a n u a r y 1 9 9 0 a n t i c i p a t e d tha t S a d d a m H u s ­

se in w o u l d invade K u w a i t in A u g u s t o f t ha t year, se t t ing 

in m o t i o n a c h a i n o f events t h a t has n o w resu l t ed in t w o 
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F r e e d o m a n d t h e P i t f a l l s o f P r e d i c t i n g t h e F u t u r e 

A m e r i c a n invas ions o f I raq? W h o in 2 0 0 0 w o u l d h a v e 

a n t i c i p a t e d t h a t Bil l C l i n t o n ' s e i g h t years i n office w o u l d 

s e e m , in r e t ro spec t , a n era o f r e s t r a ined g o v e r n m e n t 

c o m p a r e d t o t h e e x p l o s i o n in g o v e r n m e n t s p e n d i n g a n d 

i n t e r v e n t i o n d u r i n g t h e c u r r e n t B u s h a d m i n i s t r a t i o n ? 

A n d w h o t o d a y k n o w s w h a t t h e 21s t c e n t u r y h o l d s 

for us? L e t m e sugges t t h a t t h e a n s w e r is: n o b o d y . As t h e 

late R o b e r t N i s b e t , o n e o f A m e r i c a ' s g r ea t social 

t h i n k e r s , o n c e p o i n t e d o u t , " H o w easy it is, as w e l o o k 

b a c k ove r t h e p a s t — t h a t is, o f c o u r s e , t h e 'pas t ' t h a t has 

b e e n se l ec t ed for us b y h i s to r i ans a n d social s c i e n t i s t s — 

t o see in it t r e n d s a n d t e n d e n c i e s t h a t a p p e a r t o possess 

t h e i r o n necess i ty a n d c lear d i r e c t i o n a l i t y o f g r o w t h in a 

p l a n t o r o r g a n i s m . . . . B u t t h e r e l a t i o n b e t w e e n t h e past , 

p r e s e n t , a n d fu tu re is c h r o n o l o g i c a l , n o t causal ." 

T h e d e c a d e s o f re la t ive g loba l p e a c e a n d p r o s p e r i t y 

t h a t p r e c e d e d 1 9 1 4 d id n o t m e a n t h a t w a r a n d d e s t r u c ­

t i o n w e r e i m p o s s i b l e for t h e rest o f t h e t w e n t i e t h c e n ­

tu ry . T h e a s c e n d a n c y o f S o v i e t c o m m u n i s m a n d 

G e r m a n fascism in t h e 1930s a n d 1940s d i d n o t m e a n 

t h a t f r e e d o m a n d d e m o c r a c y h a d r e a c h e d t h e i r e n d . A n d 

t h e pe r s i s t en t a n d c u r r e n t g r o w t h i n g o v e r n m e n t i n t e r ­

v e n t i o n a n d t h e wel fa re s tate d o e s n o t m e a n t h a t a 

r e t u r n t o t h e classical- l iberal ideas o f i n d i v i d u a l l iber ty , 

free m a r k e t s , a n d l i m i t e d g o v e r n m e n t is a p i p e d r e a m o f 

t h e past . 

H u m a n even t s are t h e resul t o f h u m a n a c t i o n . O u r 

ac t ions are an o u t g r o w t h o f o u r ideas . T h e s t r a n g l e h o l d 

o f B i g G o v e r n m e n t wi l l pers is t o n l y for as l o n g as w e 

a l l ow it, for as l o n g as w e a c c e p t t h e a r g u m e n t s o f o u r 

i d e o l o g i c a l o p p o n e n t s t h a t t h e i n t e r v e n t i o n i s t we l fa re 

state is " i n e v i t a b l e " a n d " i r r eve r s ib le . " T h a t is, t h e p r e s e n t 

t r e n d wi l l c o n t i n u e o n l y for as l o n g as w e a c c e p t t h a t 

t h e c h r o n o l o g i c a l l y o b s e r v e d inc rease in g o v e r n m e n t 

p o w e r ove r t h e last d e c a d e s is s o m e h o w causal ly d e t e r ­

m i n e d a n d i ne scapab l e in t h e s t r e a m o f h u m a n affairs. 

T h i s c o u l d h a v e b e e n equa l ly said a b o u t slavery. F e w 

ins t i t u t i ons w e r e so i m b e d d e d in t h e h u m a n c i r c u m ­

s tance t h r o u g h o u t r e c o r d e d h i s t o r y as t h e o w n e r s h i p o f 

s o m e m e n b y o t h e r s . Sure ly it was a p i p e d r e a m t o s u g ­

gest t h a t all m e n s h o u l d b e free a n d e q u a l be fo re t h e law. 

Yet in t h e e i g h t e e n t h a n d n i n e t e e n t h c e n t u r i e s a n e w 

po l i t i ca l ideal was b o r n — t h a t all m e n are c r e a t e d e q u a l 

a n d e n d o w e d b y t h e i r C r e a t o r w i t h c e r t a i n u n a l i e n a b l e 

r igh t s , w h i c h n o o t h e r m o r t a l s c o u l d t ake away. So slav­

ery, w h i c h A r i s t o t l e c o n s i d e r e d t o b e t h e n a t u r a l c o n d i ­

t i o n o f s o m e m e n , was b r o u g h t t o a n e n d b e f o r e t h e 

c lose o f t h e n i n e t e e n t h c e n t u r y . 

Mercantilism's Grip 

In t h e 1700s , m e r c a n t i l i s m — t h e e i g h t e e n t h - c e n t u r y 

v e r s i o n o f c e n t r a l p l a n n i n g — w a s c o n s i d e r e d b o t h 

neces sa ry a n d des i rab le for n a t i o n a l p rospe r i ty . E v e n 

A d a m S m i t h , i n t h e Wealth of Nations, b e l i e v e d t h a t its 

h o l d ove r m e n ' s m i n d s a n d ac t ions was t o o p o w e r f u l t o 

ever p e r m i t t h e t r i u m p h o f free t r ade . Yet i n o n e l i fe t ime 

f o l l o w i n g Smi th ' s d e a t h in 1 7 9 0 , f r e e d o m o f t r a d e a n d 

e n t e r p r i s e was es tab l i shed in G r e a t B r i t a i n a n d t h e 

U n i t e d States , a n d t h e n s lowly b u t sure ly t h r o u g h m u c h 

o f t h e rest o f t h e w o r l d . 

W e c a n n o t i m a g i n e h o w f r e e d o m wi l l prevai l ove r 

pa t e rna l i s t i c g o v e r n m e n t , any m o r e t h a n p e o p l e c o u l d 

i m a g i n e in 1 9 4 0 a w o r l d w i t h o u t N a z i s m a n d Sov ie t 

c o m m u n i s m , o r F D R ' s N e w D e a l . B u t t h a t d o e s n o t 

m e a n it's imposs ib l e . 

P rec i se ly b e c a u s e t h e fu tu re is u n k n o w n , w e m a y b e 

c o n f i d e n t t ha t t r e n d s can a n d wi l l c h a n g e . W e c a n n o t 

k n o w t o d a y w h a t a r g u m e n t s f r iends o f f r e e d o m wi l l 

i m a g i n e a n d successfully a r t i cu l a t e t o m o r r o w to e n d 

g o v e r n m e n t c o n t r o l o f o u r lives. B u t t h o s e a r g u m e n t s 

are o u t t h e r e , w a i t i n g t o b e d i s cove red a n d p r e s e n t e d , 

j u s t as ear l ie r f r iends o f f r e e d o m s u c c e e d e d i n m a k i n g 

t h e case against s lavery a n d m e r c a n t i l i s m . As A u s t r i a n 

e c o n o m i s t L u d w i g v o n Mises p o i n t e d o u t in The Free­

man i n 1 9 5 1 , " N o w t r e n d s o f [social] e v o l u t i o n can 

c h a n g e , a n d h i t h e r t o t h e y a l m o s t always h a v e c h a n g e d . 

B u t t h e y c h a n g e d o n l y b e c a u s e t h e y m e t f i rm o p p o s i ­

t i o n . T h e p reva i l i ng t r e n d t o w a r d w h a t H i l a i r e B e l l o c 

cal led t h e servi le s tate wi l l c e r t a in ly n o t b e r eve r sed if 

n o b o d y has t h e c o u r a g e t o a t t ack its u n d e r l y i n g d o g ­

m a s . " T h e r e is o n e t h i n g , t he re fo re , t h a t w e can p r e d i c t : 

p a t i e n c e , pe r s i s t ence , a n d be l i e f i n t h e p o w e r o f ideas 

wi l l p r o v i d e t h e bes t c h a n c e w e have t o a c h i e v e t h e free 

soc ie ty w e so m u c h des i re . (^) 
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Perspective 

Jane Jacobs 
(1916-2006) 

o n t h e s e c o n d p a g e o f h e r first b o o k , The Death 

and Life of Great American Cities ( 1961) , w h i c h 

has b e c o m e a classic, J a n e J a c o b s w r o t e : 

T h e r e is a wistful m y t h tha t if o n l y w e h a d e n o u g h 

m o n e y t o s p e n d — t h e f igure is usual ly p u t at a h u n ­

d r e d b i l l ion d o l l a r s — w e c o u l d w i p e o u t all o u r s lums 

in t e n years , reverse decay in t h e great , du l l , gray bel ts 

t ha t w e r e yesterday 's a n d day-before -yes te rday ' s s u b ­

u rbs , a n c h o r t h e w a n d e r i n g m i d d l e class a n d its w a n ­

d e r i n g t ax m o n e y , a n d p e r h a p s e v e n solve t h e traffic 

p r o b l e m . 

B u t l o o k w h a t w e have bu i l t w i t h t h e first several 

b i l l ions : L o w - i n c o m e pro jec t s t ha t b e c o m e w o r s e 

c e n t e r s o f d e l i n q u e n c y , vanda l i sm a n d gene ra l social 

hope lessness t h a n t h e s lums t h e y w e r e s u p p o s e d to 

rep lace . M i d d l e - i n c o m e h o u s i n g pro jec ts w h i c h are 

t ru ly marve l s o f dul lness a n d r e g i m e n t a t i o n , sealed 

against any b u o y a n c y o r vi ta l i ty o f c i ty life. L u x u r y 

h o u s i n g pro jec t s t ha t m i t i g a t e t h e i r inanity, o r t ry to , 

w i t h a vap id vulgar i ty . C u l t u r a l c en t e r s t ha t are u n a b l e 

t o s u p p o r t a g o o d b o o k s t o r e . C i v i c c en t e r s t ha t are 

a v o i d e d b y e v e r y o n e b u t b u m s , w h o have fewer 

c h o i c e s o f l o i t e r i n g p lace t h a n o t h e r s . C o m m e r c i a l 

c e n t e r s tha t are lack lus te r i m i t a t i o n s o f s t anda rd i zed 

s u b u r b a n c h a i n - s t o r e s h o p p i n g . P r o m e n a d e s tha t g o 

f rom n o p lace t o n o w h e r e a n d have n o p r o m e n a d e r s . 

Expressways tha t ev iscera te g rea t ci t ies. T h i s is n o t t h e 

r e b u i l d i n g o f ci t ies. T h i s is t h e s ack ing o f ci t ies. 

A l m o s t m i d w a y t h r o u g h t h e b o o k , she w r o t e , 

" A l t h o u g h it is h a r d t o be l ieve , w h i l e l o o k i n g at dul l gray 

areas, o r at h o u s i n g pro jec t s o r at civic c e n t e r s , t h e fact is 

tha t b i g cit ies are n a tu r a l g e n e r a t o r s o f divers i ty a n d p r o ­

lific i n c u b a t o r s o f n e w e n t e r p r i s e s a n d ideas o f all k inds . 

. . . T h e diversity, o f w h a t e v e r k i n d , t ha t is g e n e r a t e d by 

cities rests o n t h e fact t ha t in cities so m a n y p e o p l e are so 

c lose t o g e t h e r , a n d a m o n g t h e m c o n t a i n so m a n y differ­

e n t tastes, skills, n e e d s , suppl ies , a n d bees in t h e i r b o n n e t s . 

. . . T h e divers i ty o f c i ty en t e rp r i s e s i nc ludes all deg ree s 
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o f size, b u t g rea t v a r i e t y d o e s m e a n a h i g h p r o p o r t i o n o f 

smal l e l e m e n t s . A l ively c i ty s c e n e is l ively la rge ly b y 

v i r t u e o f its e n o r m o u s c o l l e c t i o n o f smal l e l e m e n t s . " 

A n d t h e r e i n lies a city's g rea tness , as J a c o b s s p e n t so 

m a n y years t e a c h i n g us so e l o q u e n t l y . T h r o u g h n e a r l y a 

d o z e n b o o k s , J a c o b s m a d e a n i nde l i b l e c o n t r i b u t i o n t o 

o u r u n d e r s t a n d i n g o f w h a t m a k e s ci t ies v i b r a n t a n d 

w h a t m a k e s t h e m dul l . S h e s t r u c k h e r o i c b l o w s in 

de fense o f t h e " u n d e r l y i n g o r d e r o f c i t i e s " a n d agains t 

t h e p r e t e n s i o n s o f social e n g i n e e r i n g . Alas, she d i e d A p r i l 

2 5 at age 8 9 . 

A l t h o u g h n o a d v o c a t e o f laissez faire, J a c o b s was c r i t ­

ical o f c i ty p l a n n e r s b e c a u s e in s e e k i n g m o d e l s , t h e y 

l o o k e d t o " a n y t h i n g b u t ci t ies t h e m s e l v e s . " B u t o f 

c o u r s e . W h o n e e d s c i ty p l a n n e r s if t h e y are g o i n g t o base 

t h e i r p lans o n ac tua l cities? H o w d o y o u p l a n s p o n t a n e ­

ity? Y o u can ' t . So t h e y b r o u g h t " o r d e r b y r ep re s s ion o f 

all p lans b u t t h e p l a n n e r s ' . " 

W i t h h e r s h a r p eye she n o t i c e d t h a t " I n c i ty after city, 

p rec i se ly t h e w r o n g areas, i n t h e l igh t o f p l a n n i n g t h e o ­

ry, are d e c a y i n g . Less n o t i c e d , b u t equa l l y s ignif icant , i n 

c i ty after c i ty t h e w r o n g areas, i n t h e l igh t o f p l a n n i n g 

t h e o r y , are re fus ing t o decay." J a c o b s r e m i n d s m e o f t h e 

la te P e t e r B a u e r , t h e d e v e l o p m e n t e c o n o m i s t . L ike 

B a u e r , J a c o b s real ly ca r ed a b o u t p e o p l e , a n d b e c a u s e o f 

this she was e x q u i s i t e l y sensi t ive t o h o w t h e y ac tua l ly 

live a n d t o t h e p r e r e q u i s i t e s for t h e ful f i l lment o f their 

asp i ra t ions . 

P e o p l e are so m u c h s m a r t e r l i v ing day t o day i n t h e 

m i c r o w o r l d t h a n t h e y are d e s i g n i n g t h e m a c r o w o r l d . 

T h e r a t i o n a l i s m o f t h e social e n g i n e e r ' s l a b o r a t o r y is a 

cu r se t h a t has b r o u g h t u n t o l d misery . A p o p u l a r s logan 

goes , " T h i n k globally, ac t locally." Jacobs ' s w o r k suggests 

a b e t t e r i f less r o m a n t i c o n e : " T a k e care o f t h e m i c r o a n d 

t h e m a c r o wi l l t ake care o f itself." 

It is o u r d e e p loss t h a t t h e r e wi l l b e n o m o r e f r o m 

J a n e J a c o b s . 

P E R S P E C T I V E : J a n e J a c o b s ( 1 9 1 6 - 2 0 0 6 ) 
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I n F r a n c e , w h e n a p r o p o s e d c h a n g e in l a b o r l a w 

w o u l d h a v e m a d e it eas ier t o fire—and h e n c e h i r e — 

y o u n g w o r k e r s , s t u d e n t s a n d u n i o n activists t o o k t o t h e 

streets i n p ro t e s t . Jus t a typ ica l day i n F r a n c e ? M a y b e , b u t 

A n t h o n y d e Jasay analyzes t h e issues. 

Af ter 18 years , A l a n G r e e n s p a n re t i r ed as c h a i r m a n o f 

t h e Federa l R e s e r v e at t h e b e g i n n i n g o f 2 0 0 6 , e n d i n g t h e 

s e c o n d - l o n g e s t t e n u r e for tha t p o s i t i o n . R o g e r G a r r i s o n 

p u t s G r e e n s p a n ' s c e n t r a l - b a n k i n g era in pe r spec t ive . 

C h i n a c o n t i n u e s t o e x h i b i t t h e b i z a r r e c o m b i n a t i o n 

o f a n eve r - f r ee r e c o n o m i c s y s t e m a n d a h i g h l y c e n t r a l ­

i z e d a u t h o r i t a r i a n po l i t i ca l sys t em. J a m e s D o r n l o o k s at 

C h i n a ' s p r o s p e c t s for full f r e e d o m . 

As t h e scope o f legis lat ion e x p a n d s in t h e U n i t e d 

States, t h e po l i ce have j u r i s d i c t i o n over m o r e a n d m o r e o f 

o u r lives. Ear l ier A m e r i c a n s w e r e n o t so t rus t ing o f t hose 

w h o pa t ro l led the i r streets. B e c k y Akers draws t h e contrast . 

W h y d o so m a n y p e o p l e ta lk free e n t e r p r i s e , b u t 

p r a c t i c e s tat ism? O u r Freeman 5 0 t h - a n n i v e r s a r y F E E 

T i m e l y Classic this m o n t h is a r i n g i n g call for c o n s i s ­

t e n c y b y F r e d D e A r m o n d . 

L u d w i g v o n M i s e s s tands as a g i a n t i n t w e n t i e t h - c e n ­

t u r y po l i t i ca l e c o n o m y , b o t h for his e c o n o m i c t h e o r y 

a n d his de fense o f l iber ty. R i c h a r d E b e l i n g c o m p l e t e s his 

t w o - p a r t a r t ic le o n Mises ' s c o n t r i b u t i o n s t o f r e e d o m . 

H e r e ' s w h a t o u r c o l u m n i s t s h a v e c o m e u p w i t h : 

R i c h a r d E b e l i n g w a r n s agains t p r e d i c t i n g t h e fu ture . 

D o n a l d B o u d r e a u x ce leb ra t e s t h e w i s d o m o f H . L. 

M e n c k e n . S t e p h e n D a v i e s discusses u n d e r d e v e l o p m e n t . 

R u s s e l l R o b e r t s sees a w a y t o o v e r c o m e t h e wel fa re 

state. A n d J o s e p h S t r o m b e r g , r e a d i n g s o m e r e c e n t b a d -

m o u t h i n g o f t h e ant i - federa l i s t s a n d Ar t i c l e s o f C o n f e d ­

e r a t i o n , r i pos t e s , " I t Jus t A i n ' t S o ! " 

T h i s issue's r e v i e w e r s h a v e b e e n b u s y assaying t o m e s 

o n fo re ign aid, cap i ta l i sm, w a t e r m a r k e t s , a n d e c o n o m i c 

t h e o r y . — S h e l d o n Richman 
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Nothing to Learn from the Antifederalists? 
It Just Ain't So! 

BY J O S E P H R. S T R O M B E R G 

A c c o r d i n g t o Pau l G r e e n b e r g , w r i t i n g in t h e 

Washington Times in late January , t h e d r e a d e d 

Ant i federa l i s t s a n d t h e i r Ar t i c l e s o f C o n f e d e r a ­

t i o n are m a k i n g a c o m e b a c k . In pa r t i cu la r , t he se m i s c r e ­

ants da re t o q u e s t i o n e x e c u t i v e p o w e r . H e w r i t e s w i t h 

p a t r i o t i c h o r r o r — a h o r r o r t h a t a s sumes as se l f - ev iden t a 

pa r t i san r e a d i n g o f A m e r i c a n h is tory , a r e a d i n g fo rce - fed 

t o m o s t o f us in p u b l i c s c h o o l . O n tha t v iew, t h e 

Ant i federa l i s t s ' r e t u r n w o u l d b e t e r r i b l e i n d e e d , s ince 

t h o s e g e n t l e m e n w e r e a set o f b a c k w a r d - l o o k i n g rust ics 

u n w i l l i n g o r u n a b l e t o see t h e necess i ty o f a s t r o n g c e n ­

tral g o v e r n m e n t t o g u a r a n t e e o u r " n a t i o n a l " secur i ty . 

T h e i r o p p o s i t i o n t o t h e C o n s t i t u t i o n u n d e r w h i c h w e 

n o w a l leged ly live is all t h e p r o o f n e e d e d . 

In 1 7 8 7 w e h a d r e c e n t l y d e f e a t e d t h e B r i t i s h 

E m p i r e — w i t h o u t a s t r o n g cen t r a l A m e r i c a n g o v e r n m e n t 

d i r e c t i n g t h e s t rugg le—-bu t h a v i n g s u c c e e d e d , w e are 

s u p p o s e d t o have b e e n in g r e a t e r p e r i l t h a n be fo re . 

H e r e , as in m a n y ins tances , t h e w i n n e r s w r o t e t h e h i s ­

t o r y o f t h e confl ict . T h e " f o u n d e r s " m a d e the i r o w n p r o p ­

a g a n d a for t h e m s e l v e s as t h e u l t i m a t e " g r e a t e s t 

g e n e r a t i o n . " A set o f nat ional is t h i s tor ians in N e w E n g ­

l and c a r r i e d this gospel i n t o t h e early n i n e t e e n t h cen tu ry . 

T h e w i n n i n g s ide e v e n c h o s e t h e pa r t i e s ' l abe l s : " F e d ­

era l i s t" for c e n t r a l i z i n g na t iona l i s t s , a n d t h e n e g a t i v e -

s o u n d i n g " A n t i f e d e r a l i s t " for d e f e n d e r s o f g e n u i n e 

federa l i sm. 

I n 1 9 8 3 h i s t o r i a n M i c h a e l L i e n e s c h n o t e d t h a t s t an ­

d a r d - i s s u e h i s t o r i a n s invar iab ly abuse t h e Ant i federa l i s t s ; 

fashions c h a n g e , a n d t h e i n d i c t m e n t w i t h t h e m , b u t 

t h e r e is always a n i n d i c t m e n t agains t t h e Ant i federa l i s t s . 

T h e y w e r e " t o o local ," n a r r o w o f v i s ion , afraid o f t h e 

fu tu re , a n d u n a b l e t o share t h e Federa l i s t s ' " c o n t i n e n t a l 

v i s ion . " T h e y w e r e " t o o d e m o c r a t i c " ; later, t h e y w e r e 

s e e n as " t o o u n d e m o c r a t i c . " 

T h u s Antifederalists w e r e " m e n o f little faith," as h i s t o ­

r i an Cece l i a K e n y o n p u t it in 1955 . B u t n o w it is 2 0 0 6 

a n d t h e idea o f h a v i n g faith in this g o v e r n m e n t at this t i m e 

is all p layed ou t . T h o m a s Jefferson, o u t o f p o w e r , w o u l d 

t h u n d e r a b o u t b i n d i n g off iceholders d o w n w i t h " t h e 

chains o f t h e c o n s t i t u t i o n " — a n d a g o o d idea, if t h e C o n ­

s t i tu t ion w e r e a n y t h i n g m o r e t h a n a " r o p e o f sand." 

O v e r t h e l o n g hau l , p re t ty m u c h every dire p r e d i c t i o n 

m a d e by t h e Antifederalists has p r o v e n co r rec t , a l t h o u g h 

s o m e t o o k l o n g e r t h a n o the r s for the i r real izat ion; a n d yet 

t h e Antifederalists ge t n o credi t . A m o n g t h e p red ic t ions 

w e r e o n g o i n g cent ra l iza t ion , c rea t ion o f artificial m o n i e d 

ar is tocracies , l o n g - r u n e f facement o f t h e states, a n d even a 

federal w a r m a d e o n a state o r a g r o u p o f states. 

T h e Federal is ts i n v e n t e d a s t r u c t u r e t h e y c o u l d d o m ­

ina te , p r o n o u n c i n g it r e p u b l i c a n , even " d e m o c r a t i c , " 

s ince t h e p e o p l e ( o n e o r t h i r t een? ) w e r e ultimately s ov ­

e r e ign . Very c o m f o r t i n g . 

M r . G r e e n b e r g ' s a t t ack o n t h e Ant i federal is ts is a 

m e r e o c c a s i o n for d e p l o y i n g t h e m u c h - m o o t e d U n i t a r y 

E x e c u t i v e t heo ry . T h e f o u n d e r s , h e asserts, w o u l d b e 

upse t t o l e a rn tha t t h e p r e s i d e n t is fo rced to g o t o a 

q u i c k i e , d r i v e - t h r o u g h c o u r t (FISA) be fo re c a r r y i n g o n 

m u c h - n e e d e d surve i l lance . W h a t a shamefu l c l i m b -

d o w n f rom t h e b o l d p res iden t i a l asser t ion a n d u s u r p a ­

t i o n " i n t e n d e d " by Ar t i c l e II . 

O n e n e e d o n l y l o o k at t h e w r i t t e n w o r k o f r e c e n t 

S u p r e m e C o u r t n o m i n e e s a n d t h e admin i s t r a t i on ' s 

f a m o u s t o r t u r e m e m o r i a l i s t s t o see t h e g r a n d (and c e n ­

tral) p ro jec t : sus ta in ing t h e absurdis t U n i t a r y E x e c u t i v e 

t heo ry . T h a t d o c t r i n e credi ts t h e p r e s i d e n c y w i t h m o r e 

u n k n o w n , " i m p l i e d , " a n d " i n h e r e n t " p o w e r s t h a n a t e a m 

o f F D R , T r u m a n , a n d N i x o n c o u l d d r e a m u p o n an 
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IT J U S T A I N ' T S O ! : N o t h i n g t o L e a r n f r o m t h e A n t i f e d e r a l i s t s ? 

especia l ly a m b i t i o u s day. A n d t h e t o r t u r e m e m o s p r o v i d e 

an e x a m p l e o f w h a t all this a l l eged p o w e r is g o o d for. 

W e l l - m e a n i n g c o n s t i t u t i o n a l t rad i t iona l i s t s m a y a r g u e 

o f c o u r s e t h a t t h e C o n s t i t u t i o n , as w r i t t e n , d e b a t e d , a n d 

rat i f ied has l i t t le t o d o w i t h s u c h B o n a p a r t i s t n o t i o n s . 

W h e n t h e " p a p e r " o f 1 7 8 7 was u n d e r d i scuss ion , its 

advoca t e s r e p e a t e d l y t o l d A m e r i c a n s t h a t it s e c u r e d t h e i r 

l iber t ies a n d p r o p e r t y t h r o u g h s u n d r y i n t e r l o c k i n g p r o ­

t e c t i o n s . T h e p r e s i d e n t w o u l d o n l y e x e c u t e t h e laws 

passed b y C o n g r e s s . C o n g r e s s ' s acts w o u l d n o t b e l ega l ­

ly b i n d i n g unless c o n s i s t e n t w i t h t h e C o n s t i t u t i o n . P o w ­

ers w e r e e n u m e r a t e d . 

T h e s e r e s t r i c t i ons a n d safeguards w i t h e r e d away 

r a t h e r qu ick ly . C o n g r e s s a n d t h e C o u r t d i d t h e i r pa r t , 

a n d p r e s iden t s b e g a n p r e t e n d i n g to h a v e f o u n d a vast 

t r ea su ry o f p o w e r l u r k i n g , h i t h e r t o u n m a r k e d , i n " T h e 

e x e c u t i v e p o w e r " — i n t h e phrase, t h a t is, i n t h e mere words 

t h a t b e g i n A r t i c l e II , n o w revea led as mys t i c c h o r d s o f 

c o n s t r u c t i o n , if n o t m e m o r y . 

I n o p p o s i n g t h e C o n s t i t u t i o n t h e Ant i federa l i s t s w e r e 

n o t m o u n t i n g a pos i t ive de fense o f t h e Ar t i c l e s . T h e 

v a l u e o f t h e i r c r i t i q u e lies p rec i se ly in t h e c r i t i q u e o f t h e 

n e w m o d e l — a d v a n c e d w a r n i n g s o f t h e m a n y flaws i n 

t h e Federa l i s t s ' p r o d u c t . N o t t h e least o f t h e flaws was 

t h e p r e s i d e n c y itself. T h e office as s u c h entai ls a q u a d ­

r enn i a l , c i r cus - l ike d i s r u p t i o n o f A m e r i c a n life, p r o m o t e s 

c e n t r a l i z a t i o n a n d social t i n k e r i n g , a n d l icenses i r r e s p o n ­

sible fo re ign po l ic ies . 

" E n e r g y " c e r t a i n l y a b o u n d s in t h e e x e c u t i v e , b u t w e 

m i g h t have d o n e b e t t e r w i t h a c o m m i t t e e . 

Founders as Neoconservatives 

Mr. G r e e n b e r g asks us t o t h i n k o f t h e f o u n d e r s as 

" n e o - c o n s e r v a t i v e s . " T h i s is a n insu l t t h a t m u s t 

n o t s t and , h o w e v e r l i t t le o n e m a y r e spec t t h e f o u n d e r s ' 

w o r k . M r . G r e e n b e r g is real ly e x p o u n d i n g t h e " d a r e t h e ­

o r y " o f A m e r i c a n law. H e dares us t o be l i eve tha t , c o n ­

s t i tu t ional ly , o n e m a n , m o r e o r less e l ec t ed , c a n legal ly 

in i t i a te w a r a n d d o p r e t t y m u c h a n y t h i n g t h a t p o p s i n t o 

his h e a d as a n a l l eged m e a n s o f d e f e n d i n g t h e U n i t e d 

States a n d r e p e l l i n g a t t ack , e v e n a t tacks t h a t h a v e n o t 

h a p p e n e d ye t a n d p r o b a b l y w o u l d n o t ever h a p p e n u n t i l 

o r un less a w h o l e a r ray o f u n l i k e l y i n t e r m e d i a t e steps 

s h o u l d fall i n t o p lace . 

T h a n k s , b u t n o t h a n k s . W e are n o t l ikely t o be l i eve 

s u c h a p r o p o s i t i o n , i n its fullness; n o r n e e d w e affirm t h e 

g o o d n e s s o f s u c h a sys t em. If G r e e n b e r g p e r s u a d e s us 

t h a t t h e o r i g i n a l C o n s t i t u t i o n ac tua l ly e n v i s i o n e d s u c h 

u n k n o w a b l y la rge e x e c u t i v e p o w e r s , w e are free t o c o n ­

c l u d e t h a t it is s o m e t h i n g o f a s w i n d l e a n d s tands in n e e d 

o f s e r ious r e t o o l i n g , r ev i s ion , o r r e p l a c e m e n t . 

P e r h a p s a c o n v e n t i o n e x c e e d i n g its i n s t r u c t i o n s , as i n 

1 7 8 7 , c o u l d d o t h e t r i ck . 

" C o n s e r v a t i v e " n e o - m o n a r c h i s t s h a v e ra i sed t h e 

stakes, a n d t h e y m a y a n s w e r for any dras t ic c o n c l u s i o n s 

d r a w n . S u c h conse rva t ives c o n c e d e t h e Ant i federa l i s t 

c l a i m t h a t t h e C o n s t i t u t i o n was already a d a n g e r o u s c o n ­

s o l i d a t i o n o f p o w e r . O f c o u r s e w e m a y r ead t h e A n t i f e d ­

eral is ts as s p e l l i n g o u t t h e tendencies t h a t w o u l d 

necessa r i ly ar ise u n d e r t h e n e w sys t em, o n c e t h e i r 

o p p o n e n t s e x p l o i t e d e a c h a n d e v e r y c o n s t i t u t i o n a l 

a m b i g u i t y (as t h e y u l t i m a t e l y d id ) . 

N e o - f e d e r a l i s t s m a y say t h a t t h e C o n s t i t u t i o n d o e s 

not g r a n t p o w e r t o d o X a n d Y; b u t o n c e t h e federa l g o v ­

e r n m e n t d o e s t h e m a n d t h e c o u r t s aff irm t h e d e e d , p r e s ­

e n t - d a y M a d i s o n i a n s h a v e n o a r g u m e n t . T h e y m a y g r i p e 

a b o u t u s u r p a t i o n s o r mis takes , b u t s ince t h o s e are n e v e r 

r eve r sed , w h a t g o o d is M r . M a d i s o n ' s c rea t ive t i n k e r i n g 

n o w ? T h e Ant i federa l i s t s w e r e far b e t t e r p r o p h e t s , e v e n 

if t h e y c o u l d b e p r e m a t u r e o n t h e t i m i n g o f o u t c o m e s 

t h e y feared. 

T h e Federal is ts w e r e t h e i r r a t i o n a l o p t i m i s t s . T h e first 

C o n g r e s s effectively r e fu t ed M a d i s o n ' s f a m o u s a r g u m e n t 

in Federa l i s t N o . 10 a b o u t t h e " d i l u t i o n o f f a c t i o n " i n a 

l a rge r po l i t i ca l sphe re . A t this la te d a t e it is easy t o reso lve 

one ' s l o v e - h a t e r e l a t i onsh ip w i t h t h e Federalist Papers 

decis ively in favor o f h a t e . As t h e V i r g i n i a j u r i s t A b e l P. 

U p s h u r w r o t e i n 1 8 4 0 , " t h e Federa l i s t is defec t ive in 

s o m e i m p o r t a n t pa r t i cu l a r s , a n d de f i c i en t i n m a n y 

m o r e . " 

I n d e n o u n c i n g r e j e c t i o n o f t h e e n e r g e t i c , G o d - l i k e 

p r e s i d e n c y as " A n t i f e d e r a l i s m , " G r e e n b e r g has o p e n e d 

c o n c e p t u a l d o o r s h e m i g h t h a v e left shu t . G o o d . 

I w i s h t h e r e were g e n u i n e Ant i federa l i s t s o n t h e h o r i ­

z o n today. If D e m o c r a t s s h o u l d real ly m o v e in t h a t d i r e c ­

t i o n — m o r e p o w e r t o t h e m . If y o u see a n y D e m o c r a t s 

e m b r a c i n g t h e Ar t i c l e s o f C o n f e d e r a t i o n , b y all m e a n s 

w e l c o m e t h e m a b o a r d . W) 
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Ha v i n g m o v e d t o a n e w n e i g h b o r h o o d , y o u g o 

e v e r y w e e k t o t h e l i k e l i e s t - l o o k i n g s u p e r m a r ­

ke t i n t h e v i c i n i t y a n d b u y t h e suppl ies y o u 

n e e d . Af te r a w h i l e , f i n d i n g p r i c e , quali ty, a n d se rv ice 

r e a s o n a b l y g o o d , y o u g ive t h e s u p e r m a r k e t t ha t has t h u s 

w i t h s t o o d t h e t r ia l a s t a n d i n g o r d e r for a w e e k l y d e l i v ­

e r y o f a b a g o f g r o c e r i e s . Af ter a year o r so, y o u c o m e to 

f ancy a n o t h e r s to re a n d s t o p y o u r s t a n d i n g o rde r . 

I n t h e s e a m b u l a n c e - c h a s i n g days o f t h e c o n t i n g e n t 

fee, a p la int i f f c a n f ind l awyers t o p r o s e c u t e a l m o s t a n y 

suit , n o m a t t e r h o w o u t r a g e o u s l y f r ivo lous . T h e s u p e r ­

m a r k e t t h a t lost y o u r c u s t o m finds l awyers p r e p a r e d t o 

a r g u e t h a t after a t r ia l p e r i o d , y o u e n t e r e d i n t o a d e facto 

c o n t r a c t u a l r e l a t i on w i t h t h e s u p e r m a r k e t , w h i c h after a 

y e a r o f b l ameless s e rv i ce b y t h e pla int i f f y o u t e r m i n a t e d 

un i l a t e ra l ly w i t h o u t g o o d cause . T h e c o u r t is asked to 

o r d e r y o u t o r e s to re y o u r c u s t o m t o t h e plaint i f f a n d pay 

it d a m a g e s . As s o m e sani ty still subsists i n t h e j u d i c i a l sys­

t e m , t h e sui t is t h r o w n o u t . 

S u p p o s e , h o w e v e r , t h a t y o u r s t a n d i n g o r d e r was n o t 

for f o o d so ld b y a s u p e r m a r k e t , b u t for s o m e f o r m o f 

l a b o r s e rv i ce so ld b y a w o r k e r . I n s t ead o f a n i n f o r m a l 

u n d e r s t a n d i n g t h a t m a y o r m a y n o t b e c o n s t r u e d as a 

c o n t r a c t , y o u e n t e r i n t o a f o r m a l c o n t r a c t w i t h t h e 

w o r k e r w h o u n d e r t a k e s t o p r o v i d e a se rv ice in c o n s i d ­

e r a t i o n o f t h e w a g e s y o u u n d e r t a k e t o pay h i m . Af ter a 

t r ia l p e r i o d t h e c o n t r a c t is t o r u n inde f in i t e ly unless t e r ­

m i n a t e d b y e i t h e r p a r t y u p o n d u e n o t i c e . U p to this 

p o i n t t h e sale o f l a b o r f u n c t i o n s v e r y m u c h l ike t h e sale 

o f g r o c e r i e s , e x c e p t t h a t t h e p u t a t i v e c o n t r a c t u n d e r 

w h i c h t h e g r o c e r i e s w e r e sold is r e p l a c e d b y a c o n t r a c t 

t h a t exists as a n a sce r t a inab le fact. F u n d a m e n t a l l y , h o w ­

ever, t h e t w o cases have m u c h in c o m m o n . 

M a n y if n o t m o s t p e o p l e n o w a d a y s w o u l d r e t o r t , 

w i t h s u b d u e d o r o p e n i n d i g n a t i o n , t ha t h u m a n l a b o r is 

n o t l ike bags o f g r o c e r i e s ; i n t h e e m p l o y m e n t r e l a t ion 

h u m a n digni ty , h u m a n destiny, a n d w e l l - b e i n g are at 

s take. T h e r e f o r e it is f u n d a m e n t a l l y i m m o r a l t o w a n t t o 

app ly t h e p r i n c i p l e o f f r e e d o m o f c o n t r a c t t o l a b o r w i t h ­

o u t f u r t h e r ado , as if l a b o r w e r e m e r c h a n d i s e l ike any 

o t h e r . 

T h e r e are w e i g h t y a r g u m e n t s b a c k i n g this i n d i g n a ­

t i o n . W h e t h e r t h e y are a c c e p t e d o r n o t , t h e y dese rve 

c o n s i d e r a t i o n . H o w e v e r , i n n o w a y d o t h e y g o w i t h o u t 

saying, a l t h o u g h p u b l i c o p i n i o n a n d c u r r e n t pol i t ical 

t h o u g h t t reat t h e m as if t h e y d id . N o t o n l y m u s t t h e y b e 

clearly a n n o u n c e d , b u t t h e i r i m p l i c a t i o n s m u s t also b e 

spelt o u t . P r o b a b l y t h e m o s t i m p o r t a n t i m p l i c a t i o n is 

w h a t c o u l d f i t t ingly b e cal led t h e b e l t - a n d - b r a c e s p r i n ­

c ip le o f t h e l a b o r m a r k e t . 

L ike eve ry e x c h a n g e , t h e e x c h a n g e o f l a b o r for 

m o n e y is p r o t e c t e d , as it w e r e , b y a be l t , t h e c o n t r a c t . 

L a b o r , it is a r g u e d , m u s t add i t i ona l ly b e p r o t e c t e d b y t h e 

b races o f jus t i f i ca t ion . I n e v e n p l a ine r Eng l i sh , this m e a n s 

tha t in o r d e r t o dismiss a w o r k e r , an e m p l o y e r c a n n o t 

s imp ly re ly o n t h e c o n t r a c t t e l l ing h i m tha t h e can d o so 

b y g i v i n g n o t i c e t h a t wi l l , so t o speak , u n b u c k l e t h e be l t . 

H e m u s t also c o n t r i v e t o u n b u t t o n t h e braces by dea l ing 

w i t h a r e q u i r e m e n t o f jus t i f i ca t ion . 

T w o rival d o c t r i n e s are app l i ed b y legal systems to 

t h e r e q u i r e m e n t o f jus t i f i ca t ion . In m a n y legal sys tems, 

b o t h coex i s t i n a n ad h o c m i x t u r e ; in o t h e r s o n e o r t h e 

o t h e r p r e d o m i n a t e s . T h e t w o o p p o s i n g e x t r e m e s w h e r e 

o n e d o c t r i n e clearly d o m i n a t e s t h e o t h e r are t h e A u s ­

t ra l ian a n d t h e F r e n c h l a b o r c o d e s . S ince t h e r e c e n t 
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recently, Justice and Its Surroundings . 
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" W o r k C h o i c e " l eg i s l a t ion in Aus t ra l ia , it is b r o a d l y 

s p e a k i n g u p t o t h e w o r k e r t o s h o w t h a t his dismissal 

lacks ju s t i f i ca t ion . T h e c a t e g o r y o f " u n f a i r d i smissa l" 

r equ i r e s p r o o f o f a sor t . B y i m p l i c a t i o n , dismissal t h a t is 

n o t s h o w n t o b e un fa i r is fair a n d r equ i r e s n o jus t i f i ca ­

t i o n b e y o n d t h e t e r m s o f t h e c o n t r a c t itself. T h e 

e m p l o y e r is " i n n o c e n t " u n t i l p r o v e d "gui l ty ." A t least 

s o m e o f Austral ia ' s b r i l l i an t e c o n o m i c p e r f o r m a n c e is 

p r o b a b l y d u e t o t h e i n t e l l i g e n t r e f o r m s o f its l a b o r m a r ­

ke t i n r e c e n t years . 

T h e F r e n c h d o c t r i n e , a s o u r c e o f g rea t p r i d e for t h e 

socialist pa r t i e s , t h e l a b o r u n i o n s , a n d t h e i n t e l l ec tua l 

l eaders o f p u b l i c o p i n i o n , b r o a d l y s p e a k i n g p u t s t h e b u r ­

d e n o n t h e e m p l o y e r t o s h o w t h a t h e is jus t i f i ed in d i s ­

m i s s i n g a w o r k e r . T h e r e is a p r e s u m p t i o n t h a t all 

dismissal is un fa i r un less it is p r o v e d t o b e fair. T h e 

e m p l o y e r m u s t prevai l , i n t h e first i n s t ance , i n a l a b o r 

c o u r t w h e r e e q u a l n u m b e r s o f u n i o n a n d e m p l o y e r r e p ­

resenta t ives sit o n t h e b e n c h , a n d w h e r e in 2 0 0 4 o u t o f 

ove r 2 0 0 , 0 0 0 cases j u d g e d , 6 5 p e r c e n t w e r e d e c i d e d in 

favor o f t h e w o r k e r ( s ) . J u d g m e n t t o o k a n average o f 13 

m o n t h s . O n e - f i f t h o f cases w e r e a p p e a l e d , t a k i n g o n 

average a n o t h e r 3 2 m o n t h s t o b e d e c i d e d . 

Hiring Deterrent 

I t d o e s n o t t ake a d i e - h a r d f r e e - m a r k e t e c o n o m i s t t o 

see h o w t h e b e l t - a n d - b r a c e s j o b s e c u r i t y this d o c t r i n e 

p r o v i d e s for t h e e m p l o y e e injects a s t r o n g d o s e o f r i sk 

i n t o t h e e m p l o y e r ' s c o m m i t m e n t a n d h o w it d e t e r s h i m 

f r o m h i r i n g . T h e r i sk is pa r t i cu l a r l y p e r v e r s e in its effect 

w h e n t h e e m p l o y e r seeks t o s h e d l a b o r for w h a t are 

t e r m e d " e c o n o m i c " reasons , name ly , w h e n it n o l o n g e r 

pays h i m t o e m p l o y t h e w o r k e r ( s ) i n q u e s t i o n . S u c h 

g r o u n d s w e r e gene ra l l y r e j e c t e d if t h e e m p l o y e r was 

m a k i n g a prof i t , s ince h e was p a t e n t l y able t o afford t o 

pay t h e e m p l o y e e ' s w a g e s a n d d i d n o t l i teral ly n e e d t o 

dismiss h i m . T h i s k i n d o f j u r i s p r u d e n c e was b r e a c h e d 

last yea r b y a j u d g m e n t o f t h e h i g h e s t F r e n c h c o u r t o f 

appea l , w h i c h r e c o g n i z e d t h a t a dismissal m a y b e j u s t i ­

fied if t h e e m p l o y e r is still m a k i n g m o n e y b u t has g o o d 

r e a s o n t o fear t h a t h e wi l l m a k e a loss unless h e r e d u c e s 

his payro l l . It r e m a i n s t o b e s e e n w h e t h e r th is j u d g m e n t 

wi l l h a v e m u c h effect o n fu tu re l o w e r c o u r t j u d g m e n t s . 

T h e i r o n - c l a d l a b o r c o d e , all o f 2 , 6 0 0 pages l o n g , is a 

m a j o r cause o f F rance ' s c h r o n i c u n e m p l o y m e n t , w h o s e 

B e l t a n d B r a c e s i n t h e L a b o r M a r k e t 
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t r e n d ra te has b e e n s teadi ly r i s i ng for t h e last 3 0 years , i n 

s tep w i t h t h e f l o w e r i n g o f t h e we l fa re s tate a n d t h e 

s t eady le f tward bias o f b o t h cen t e r - l e f t a n d c e n t e r - r i g h t 

g o v e r n m e n t s . U n e m p l o y m e n t has b e e n h o v e r i n g n e a r 

10 p e r c e n t for years , w i t h u n e m p l o y m e n t o f t h e u n d e r -

25s at t h e s t agge r ing ly h i g h ra te o f 2 3 p e r c e n t . It c o u l d 

r ea sonab ly b e a r g u e d t h a t t h e a lbei t re la t ive s e c u r i t y o f 

e m p l o y m e n t t h a t t h e severe j o b - p r o t e c t i o n laws p r o v i d e 

for 9 0 p e r c e n t o f t h e F r e n c h l a b o r force is p a i d for b y 

t h e f rus t r a t ion a n d i n s e c u r i t y suffered b y t h e 10 p e r c e n t 

w h o are u n e m p l o y e d . It w o u l d s e e m t o m a k e g o o d sense 

for t h e 10 p e r c e n t t o t u r n against t h e 9 0 p e r c e n t a n d 

c l a m o r for t h e a b o l i t i o n o r at least t h e r e l a x a t i o n o f t h e 

b e l t - a n d - b r a c e s safety e n j o y e d b y t h e l a t t e r i n a l a b o r 

m a r k e t f rozen stiff b y c o u n t e r p r o d u c t i v e c o n c e r n for 

" soc ia l j u s t i c e . " Yet a n y o n e w h o e x p e c t e d so r a t i ona l a 

r e a c t i o n w o u l d b e q u i t e m i s t a k e n . 

M o s t o f t h e first q u a r t e r o f 2 0 0 6 i n F r a n c e w a s s p e n t 

b y t h e g o v e r n m e n t t r y i n g t o o b t a i n p u b l i c a c c e p t a n c e 

o f a n e w l a w t h a t w o u l d h a v e m a d e a b r e a c h in t h e 

l a b o r c o d e t o favor t h e h i r i n g o f y o u n g p e o p l e b y m a k ­

i n g t h e i r f i r ing d u r i n g a n in i t ia l t w o - y e a r p e r i o d easier. 

T h e p r o s p e c t i v e b e n e f i c i a r i e s o f t h e l a w f o u g h t aga ins t 

it t o o t h a n d na i l e v e n m o r e f e roc ious ly t h a n t h e t r a d i ­

t i o n a l g u a r d i a n s o f t h e b e l t - a n d - b r a c e s s y s t e m , t h e l a b o r 

u n i o n s , t h e socialists , a n d m o s t o f t h e m e d i a . As h e has 

i nva r i ab ly d o n e d u r i n g his l o n g po l i t i c a l ca reer , P r e s i ­

d e n t C h i r a c b a c k e d d o w n i n t h e face o f t h e r i o t i n g 

a n d th rea t s o f m a y h e m , d i s a v o w e d his p r i m e m i n i s t e r , 

a n d effect ively s c u t t l e d t h e y o u t h - e m p l o y m e n t law. T h e 

rest o f 2 0 0 6 l o o k s l ike it w i l l b e s p e n t i n t r y i n g t o c a l m 

d o w n t h e y o u n g w i t h t h e d e r i s o r y pal l ia t ives , financed 

b y t h e t axpayer , t h a t h a v e b e e n h u r r i e d l y v o t e d t o 

r e p l a c e t h e y o u t h - l a b o r l a w w h i c h p r o v o k e d t h e r e b e l ­

l i o n b y F rance ' s h a b i t u a l r ebe l s . 

O n c e aga in it has b e e n p r o v e d t h a t w h e r e t h e p o l i t i ­

cal class is c o w a r d l y a n d t h e e x e c u t i v e gut less , laws can 

b e m a d e b y p a r l i a m e n t b u t c a n b e u n m a d e b y n o i s y 

activists , u n r u l y ado l e scen t s , v i o l e n t p i cke t s , a n d a press 

a n d t e l ev i s ion t h a t b a c k t h e m . T h i s t i ny m e d i a - b a c k e d 

m i n o r i t y has t i m e a n d aga in l e a r n t t h e lesson t h a t th rea t s 

o f v i o l e n c e always w o r k a n d v i c t o r y is t o t h e cheeky . It 

is a p i t y t h a t t h e i r v i c t o r y is a defea t for l a b o r - m a r k e t 

r e f o r m a n d h e n c e m a k e s u n e m p l o y m e n t e v e n m o r e 

s t u b b o r n l y c h r o n i c a n d i n c u r a b l e . @ 



Thoughts on Freedom 

Mencken s Wisdom 
B Y D O N A L D J . B 0 U D R E A U X 

This yea r m a r k s t h e 5 0 t h a n n i v e r s a r y o f t h e d e a t h 

o f H . L . M e n c k e n ( 1 8 8 0 - 1 9 5 6 ) . I w i s h t h a t this 

B a r d o f B a l t i m o r e h a d l ived far l o n g e r — p a s t t h e 

age o f M e t h u s e l a h — s o t h a t t h o s e o f us b o r n after W o r l d 

W a r II c o u l d h a v e e n j o y e d his b r i l l i an t ins ights i n t o t h e 

l ikes o f t h e space race , W a t e r g a t e , G e r a l d Ford ' s " W h i p 

In f la t ion N o w " b u t t o n s , N a n c y R e a g a n ' s "Just Say N o " 

c a m p a i g n , t h e " H i l l a r y C a r e " scare, a n d t h e c u r r e n t P r e s ­

i d e n t Bush ' s b i g - g o v e r n m e n t c o n s e r v a t i s m . 

T h o s e w h o k n o w M e n c k e n ' s w r i t i n g s 

real ize t h a t h e w o u l d have guf fawed at 

s u c h a w i s h . M e n c k e n , after all, was t h e 

c o n s u m m a t e realist . H e was m a t u r e in t h e 

bes t sense o f t h e w o r d , s e e i n g real i ty as 

c lear ly as a n y h u m a n b e i n g can see it, 

r e p o r t i n g w h a t h e s aw a n d n o t w h a t h e 

i m a g i n e d , a v o i d i n g fantasies n o m a t t e r 

h o w w o n d e r f u l t h e y w o u l d b e if t h e y 

w e r e reality, a n d re fus ing t o fall for a n y 

a n d all c r a c k p o t s a n d t h e i r s c h e m e s . 

M e n c k e n was a n d r e m a i n s , i n m y 

o p i n i o n , A m e r i c a ' s g rea tes t w r i t e r — o n e 

w h o s e e n e r g e t i c style per fec t ly c o m p l e ­

m e n t e d his e x t e n s i v e l e a r n i n g a n d d e e p 

w i s d o m . 

H e r e are fou r o f m y favor i te M e n c k e n i s m s . 

T h e m o s t d a n g e r o u s m a n , t o any g o v e r n m e n t , is t h e 

m a n w h o is able t o t h i n k t h i n g s o u t for himself , w i t h ­

o u t r e g a r d t o t h e p r eva i l i ng supe r s t i t i ons a n d t a b o o s . 

A l m o s t i nev i t ab ly h e c o m e s t o t h e c o n c l u s i o n tha t 

t h e g o v e r n m e n t h e lives u n d e r is d i s h o n e s t , i n sane 

a n d i n t o l e r a b l e . . . . T h e average m a n , w h a t e v e r his 

e r r o r s o t h e r w i s e , at least sees c lear ly t h a t g o v e r n m e n t 

is s o m e t h i n g l y i n g o u t s i d e o f h i m a n d o u t s i d e t h e 

g e n e r a l i t y o f his f e l low m e n — t h a t it is a separa te , 

i n d e p e n d e n t a n d o f t en hos t i l e p o w e r , o n l y pa r t l y 

H. L. Mencken 
Enoch Pratt Free I 

u n d e r his c o n t r o l , a n d capab le o f d o i n g h i m grea t 

h a r m . (A Mencken Chrestomathy, p p . 145—146) 

M e n c k e n is c o r r e c t a b o u t t h e k i n d o f p e r s o n m o s t 

an t agon i s t i c t o t h e state. S o m e o n e w h o t h i n k s for h i m ­

self n e i t h e r n e e d s n o r w e l c o m e s s o m e o n e else t o t h i n k 

for h i m . A n d this pe r son ' s i n d e p e n d e n c e o f m i n d pu t s 

h i m o n g u a r d against t h e w i d e s p r e a d supe r s t i t i on tha t 

g o v e r n m e n t can p e r f o r m m i r a c l e s — m i r a c l e s s u c h as 

r e d u c i n g t h e cost o f s o m e g o o d s imp ly 

b y d e c l a r i n g tha t it m a y n o t b e sold at a 

p r i c e h i g h e r t h a n o n e specif ied by t h e 

g o v e r n m e n t . 

U n f o r t u n a t e l y , I w o r r y t h a t M e n c k ­

en's d e s c r i p t i o n o f t h e "ave rage m a n " is 

n o l o n g e r valid. D o e s today 's average 

A m e r i c a n rega rd g o v e r n m e n t as " s o m e ­

t h i n g l y ing o u t s i d e o f h i m " ? O n specific 

issues, t h e a n s w e r is yes. G u n - c o n t r o l 

advoca te s , for e x a m p l e , r ega rd Congress ' s 

fai lure t o o u t l a w g u n o w n e r s h i p as t h e 

c h o i c e n o t o f s o m e col lec t ive en t i t y 

d e s e r v i n g respec t b u t r a t h e r as t h e resul t 

o f p e r n i c i o u s in f luences o n t h e b o d y 

pol i t i c . B u t t h e g e n e r a l a t t i t u d e seems to 

b e tha t g o v e r n m e n t is u s — t h a t w h e n g o v e r n m e n t acts, 

it is us a c t i n g c o l l e c t i v e l y — t h a t t h e only, o r m o s t real, 

i n s t a n c e o f o u r d o i n g a n y t h i n g is w h e n g o v e r n m e n t acts 

i n o u r n a m e . 

R e f l e c t h o w of ten y o u e n c o u n t e r t h e ph ra se " w e 

as a n a t i o n . " " W e as a n a t i o n " have c h o s e n to f ight a w a r 

o n d r u g s . " W e as a n a t i o n " c rue l ly a b a n d o n e d p o o r p e o ­

p le t o Ka t r ina ' s f lood w a t e r s . " W e as a n a t i o n " s h o u l d 

r egu l a t e coa l m i n e s m o r e strictly. A n d o n a n d o n . 

Donald Boudreaux (dboudrea@gmu.edu) is chairman of the economics 
department at George Mason University. 
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W e as a n a t i o n n e e d M e n c k e n t o r e m i n d us t h a t w e are 

ind iv idua l s . 

T h e k i n d o f m a n w h o d e m a n d s t h a t g o v e r n m e n t 

e n f o r c e his ideas is always t h e k i n d w h o s e ideas are 

id io t i c . (A Mencken Chrestomathy, p . 622) 

T h i s i n s igh t is a m o n g m y v e r y favor i tes . B e i n g sens i ­

ble , sens ib le ideas s e l d o m m u s t b e i m p o s e d by force . 

S o m e t i m e s sensible ideas are i m p l e m e n t e d gradual ly , 

as p rac t i ce s w i t h w i d e s p r e a d advan t ages d isp lace less-

a d v a n t a g e o u s p rac t i ces a n d b e c o m e p a r t o f c u s t o m a r y 

b e h a v i o r . S o m e t i m e s sens ib le ideas are a d o p t e d c o n ­

sc ious ly a n d quick ly , t h r o u g h t h e ar t o f p e r s u a s i o n o r t h e 

r i go r s o f scient if ic d e m o n s t r a t i o n . 

I n con t r a s t , i d io t i c ideas h a v e n o t h i n g g o i n g for 

t h e m . M o s t p e o p l e w h o v o l u n t a r i l y a d o p t i d io t i c ideas 

s o o n a b a n d o n t h e m if t h e s e ideas h a m p e r t h e abi l i ty t o 

t h r i v e i n t h e real w o r l d . T h e o n l y w a y t o i m p l e m e n t a n 

id io t i c idea w i d e l y a n d sure ly is t h r o u g h force . 

P r o t e c t i o n i s m , for e x a m p l e , is a t r u l y i d io t i c idea , 

p r e m i s e d o n t h e r i d i c u l o u s n o t i o n t h a t a d iv i s ion o f 

l a b o r e x t e n d i n g across po l i t i ca l b o u n d a r i e s m a k e s us 

p o o r e r . I f t h e C E O o f G e n e r a l M o t o r s travels t h e c o u n ­

t r y t r y i n g t o sell this i d e a — t r y i n g t o p e r s u a d e A m e r i ­

cans t o " b u y A m e r i c a n " — s o m e p e o p l e m i g h t fall for 

this p lea . B u t m o s t o f us , w h e n s p e n d i n g o u r o w n 

m o n e y , wi l l t ake t h e bes t deals w e f ind regardless o f t h e 

n a t i o n a l i t y o f t h o s e o f fe r ing t h e deals . T h e resul t is 

g r e a t e r p rospe r i ty . 

S o p r o t e c t i o n i s m ' s o n l y h o p e for t a k i n g r o o t is for it 

t o b e i m p o s e d b y fo rce . S u c h is t h e g l o r y o f i d i o t i c 

ideas . 

B u t m a t t e r s ge t w o r s e : as fo rce c o m e s t o b e m o r e 

w i d e l y a c c e p t e d (itself a s t u p e n d o u s l y i d io t i c idea!) , p e o ­

p le have less a n d less i n c e n t i v e t o re jec t t h e i r defec t ive 

ideas in favor o f sensible o n e s . W i t h g o v e r n m e n t s t a n d ­

i n g r e a d y t o r e n t its force t o t h e h i g h e s t b i d d e r s , t h e 

po l i t i ca l ly in f luen t ia l c a n n o w m o r e re l iably force t h e i r 

i d io t i c n o t i o n s o n u n w i l l i n g o t h e r s . 

M e n c k e n ' s W i s d o m 

T h e typ ica l po l i t i c i an is n o t o n l y a rascal b u t also a 

j ackass , so h e g rea t ly va lues t h e p u e r i l e n o t o r i e t y a n d 

a d u l a t i o n t h a t sensible m e n t r y t o avoid . (The Impossi­

ble Mencken, p . 66) 

T h e r e ' s n o t h i n g l ike t e l l ing t h e c r o w d n o t o n l y t h a t 

t h e e m p e r o r is s tark n a k e d , b u t t h a t he 's u g l y t o b o o t . 

O n e o f o u r g rea t po l i t i ca l m y t h s is t h a t po l i t i c i ans are 

p u b l i c s e r v a n t s — m e n a n d w o m e n w h o seek office " t o 

c h a n g e t h e w o r l d " o r " t o se rve t h e i r c o u n t r y " — p e o p l e 

w h o s e p u b l i c s t a t e m e n t s reveal t h e i r p r i v a t e , n o b l e s e n ­

t imen t s—of f i c i a l s w i t h s u p e r n a t u r a l p o w e r s t o care 

a b o u t e a c h o f us a n d t o sacrif ice for us in ways t h a t 

w o u l d s h a m e o u r m o t h e r s . 

T h e reality, as M e n c k e n u n d e r s t o o d , is t ha t p e o p l e 

seek p u b l i c office gene ra l l y for t h e s a m e r e a s o n t h a t 

p e o p l e w a n t t o b e m o v i e stars o r r o c k ido ls . T h e y w a n t 

t h e i r faces t o b e r e c o g n i z e d ; t h e y w a n t t o b e a p p l a u d e d 

as V e r y I m p o r t a n t P e o p l e : a n d t h e y w a n t t o feel s u p e r i ­

o r t o t h e m i l l i o n s o f p e o p l e w h o are n e v e r i n t e r v i e w e d 

o n t e l ev i s ion , q u o t e d in t h e New York Times, o r fe ted by 

t h e r i c h a n d t h e f a m o u s . T h e y w a n t t o ge t sea ted w i t h ­

o u t r e se rva t ions at t h e m o s t exc lus ive r e s t au ran t s . 

T h e s e des i res are n a t u r a l . A n y o n e w h o reflects 

h o n e s t l y o n h i m s e l f w i l l see t h a t h e , t o o , gets a th r i l l 

f r o m t h e t h o u g h t o f possess ing f a m e a n d its a c c o m p a n y ­

i n g p e r k s . B u t as M e n c k e n says, sens ib le m e n n e v e r t h e ­

less t r y t o avo id s u c h f ame , for this des i re is j u v e n i l e . Its 

p u r s u i t — a n d , m u c h m o r e , its p o s s e s s i o n — d i s t r a c t s p e o ­

p l e f r o m s u c h g e n u i n e l y w o r t h w h i l e goals as b e i n g a n 

a t t e n t i v e p a r e n t a n d f r i end , b e i n g h o n e s t , a n d b e i n g 

p r o d u c t i v e . 

It is t h e t h e o r y o f all m o d e r n c iv i l ized g o v e r n m e n t s 

tha t t h e y p r o t e c t a n d foster t h e l i b e r t y o f t h e c i t i zen ; 

it is t h e p r a c t i c e o f all o f t h e m t o l imi t its exerc ise , a n d 

s o m e t i m e s v e r y na r rowly . (The Impossible Mencken, 

p. 74) 

Says it all. % 
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T h e Greenspan Fed in Perspective 

R O G E R W . G A R R I S O N 

On average , Fede ra l R e s e r v e c h a i r m e n c o m e 

a n d g o at a b o u t t h e s a m e ra te as U . S . p r e s i ­

d e n t s . D a t i n g f r o m t h e c r e a t i o n o f this c o u n ­

try's c e n t r a l b a n k ( 1 9 1 3 ) , w e have s e e n 

16 p r e s i d e n t s ( W i l s o n t o B u s h ) a n d 14 

F e d c h a i r m e n ( H a m l i n t o B e r n a n k e ) . 

T h e F e d c h a i r m a n s h i p , h o w e v e r , has 

s e e n m o r e v a r i a t i o n in years o f s e r v ­

i c e — F r a n k l i n D . R o o s e v e l t n o t w i t h ­

s t a n d i n g . S p a n n i n g f o u r p r e s idenc i e s , 

A l a n G r e e n s p a n ' s r e i g n ( 1 9 8 7 - 2 0 0 6 ) 

was t h e s e c o n d longes t . G r e e n s p a n 

was o u t d i s t a n c e d (bu t o n l y b y a few 

m o n t h s ) b y W i l l i a m M c C h e s n e y M a r ­

t i n ( 1 9 5 1 - 1 9 7 0 ) , w h o s e r v e d five 

p r e s iden t s . 

T h e first h a l f - d o z e n F e d c h a i r m e n 

b e l o n g t o a d i f fe ren t e r a — d u r i n g 

w h i c h t h e p r i m a r y l ocus o f c o n t r o l o n 

p o l i c y m a t t e r s was t h e N e w Y o r k F e d ­

eral R e s e r v e B a n k . It was t h a t bank ' s 

B e n j a m i n S t r o n g a n d , f o l l o w i n g h i m , 

G e o r g e H a r r i s o n w h o w e r e key o p e r ­

atives d u r i n g t h e la te 1 9 2 0 s ' e x p a n s i o n 

a n d t h e s u b s e q u e n t c rash a n d d e s c e n t 

i n t o d e e p d e p r e s s i o n . A n d it was j u s t as 

t h e e c o n o m y was b o t t o m i n g o u t t h a t 

C o n g r e s s passed l eg i s l a t ion (in 1 9 3 3 a n d 1935) tha t , 

a m o n g o t h e r t h i n g s , shif ted p o w e r t o W a s h i n g t o n . 

T h o u g h t h e r e is n o F e d e r a l R e s e r v e B a n k in t h e na t ion ' s 

capi ta l , t h e Ecc les B u i l d i n g o n C o n s t i t u t i o n A v e n u e , 

bu i l t i n 1 9 3 7 a n d n o w n a m e d for t h e s e v e n t h F e d c h a i r ­

m a n , h o u s e s t h e B o a r d o f G o v e r n o r s a n d , m o s t i m p o r ­

tant ly, t h e c h a i r m a n o f t h e B o a r d . 

Key to understanding 
these open-market 
operations, as they 
are called, is the fact 
that, unlike ordinary 
purchasers of treasury 
bills, the Federal 
Reserve buys treasury 
bills with funds that 
were not in existence 
before it made the 
purchase. It spends 
new money into 
existence. 

Like M a r r i n e r Ecc les , t h e ear ly a n d m i d d l e F e d c h a i r ­

m e n w e r e n o t e c o n o m i s t s . Ins tead , t h e y h a d b a c k ­

g r o u n d s in law, b a n k i n g , o r f inance . B u t s t a r t ing w i t h 

A r t h u r B u r n s ( 1 9 7 0 - 1 9 7 8 ) a n d a l l o w ­

i n g for o n e s h o r t gap o f 17 m o n t h s , an 

e c o n o m i s t has b e e n at t h e t o p o f this 

c o u n t r y ' s b a n k i n g p y r a m i d . A nea r ly 

u n b r o k e n r e ign o f e c o n o m i s t - c h a i r ­

m e n — B u r n s , Volcker , G r e e n s p a n , a n d 

n o w B e r n a n k e — h a s c h a r a c t e r i z e d 

m o d e r n F e d his tory. H a v i n g an e c o n ­

o m i s t at t h e t o p d o e s n o t necessar i ly 

t rans la te i n t o b e t t e r policy, b u t it does 

m a k e t h e p o l i c y r e g i m e m o r e u n d e r ­

s tandable in t e r m s o f e c o n o m i c theo ry . 

T h e o n e s h o r t g a p — b e t w e e n t h e 

K e y n e s i a n - o r i e n t e d B u r n s a n d t h e 

m o n e t a r i s t - o r i e n t e d V o l c k e r — w a s 

b r i d g e d b y t h e u n l i k e l y G. W i l l i a m 

M i l l e r ( M a r c h 1 9 7 8 - A u g u s t 1 9 7 9 ) . 

A p p o i n t e d b y P r e s i d e n t C a r t e r a n d 

s o m e h o w c o n f i r m e d by t h e Sena te , 

M i l l e r was a m a r i n e e n g i n e e r t u r n e d 

lawyer . H e was a l o n g - t i m e execu t ive 

o f T e x t r o n , Inc . , a n d , o n several o c c a ­

s ions , h a d se rved t h e C a r t e r a d m i n i s -

t r a t i o n in an adv i so ry capacity. C lea r ly 

o u t o f his e l e m e n t , M i l l e r ove r saw t h e acce l e r a t i on phase 

o f t ha t p e r i o d ' s d o u b l e - d i g i t inf la t ion. F o l l o w i n g e s t a b ­

l i shed p r o c e d u r e for m a n a g i n g to ta l b a n k reserves a n d 
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T h e G r e e n s p a n F e d i n P e r s p e c t i v e 

h e n c e d e p o s i t m o n e y , M i l l e r a n d t h e o t h e r m e m b e r s o f 

t h e B o a r d (plus s o m e R e s e r v e B a n k p res iden t s ) m e t 

a b o u t e v e r y m o n t h a n d a ha l f t o set s h o r t - t e r m in te res t 

ra tes . T h e y l i teral ly " s e t " t h e d i s c o u n t ra te , t h e ra te at 

w h i c h t h e F e d l ends reserves d i rec t ly t o c o m m e r c i a l 

b a n k s , a n d t h e y " t a r g e t e d " ( a b o u t w h i c h m o r e b e l o w ) 

t h e federa l funds ra te , t h e o v e r n i g h t ra te at w h i c h c o m ­

m e r c i a l b a n k s l e n d t o o n e a n o t h e r for t h e p u r p o s e o f 

m e e t i n g t h e i r r e se rve r e q u i r e m e n t s , t h o s e r e q u i r e m e n t s 

t h e m s e l v e s h a v i n g b e e n i m p o s e d b y t h e Fed . 

D u r i n g t h e 17 m o n t h s o f Mi l le r ' s t e n u r e t h e d i s c o u n t 

ra te was i n c r e a s e d f r o m 614 t o 10X p e r c e n t , t h e f ed - funds 

t a rge t ra te f r o m 6% t o 11 p e r c e n t . T h o u g h r e s p o n d i n g t o 

po l i t i ca l p ressures t o k e e p in t e res t rates low, t h e M i l l e r 

F e d was c o n s t r a i n e d i n e a c h p o l i c y m e e t i n g b y t h e inf la­

t i o n t h a t h a d r e su l t ed f r o m dec i s ions i n ear l ie r m e e t i n g s . 

W i t h p r i c e s a n d w a g e s r i s i ng at d o u b l e - d i g i t rates b y t h e 

e n d o f t h e d e c a d e , t h e F e d - c o n t r o l l e d in t e res t rates ( b o t h 

set a n d t a rge t ed ) c o n t i n u e d t o r ise in n o m i n a l t e r m s , b u t 

w e r e ac tua l ly n e a r z e r o o r e v e n n e g a t i v e in real t e r m s . 

A n d as was w e l l u n d e r s t o o d in financial a n d a c a d e m i c 

circles, h o l d i n g n o m i n a l rates o f in t e res t b e l o w t h e inf la­

t i o n ra te is a p o l i c y t h a t c a n n o t b e sus ta ined . 

Finally, t o s t o p t h e b l e e d i n g a n d t o appease fiscal c o n ­

servat ives , C a r t e r m o v e d t h e c h a i r m a n f r o m t h e F e d e r a l 

R e s e r v e t o his o w n c a b i n e t — w h e r e , as s ec re t a ry o f t h e 

t reasury, M i l l e r c o u l d b o r r o w lots o f m o n e y b u t c o u l d ­

n ' t c r ea t e any. P a u l Volcker , t h e n p r e s i d e n t o f t h e N e w 

Y o r k F e d , was b r o u g h t i n as t h e n e w c h a i r m a n o f t h e 

B o a r d . T h e c i r c u m s t a n c e s u n d e r w h i c h V o l c k e r a s s u m e d 

The Monetarist Experiment 

t h e c h a i r m a n s h i p w e r e u n i q u e a n d s ignif icant : (1) i n t e r ­

e s t - r a t e t a r g e t i n g as a m e a n s o f l i m i t i n g in f la t ion h a d lost 

its credibi l i ty . (2) M i l t o n F r i e d m a n ' s m o n e t a r i s m , w h i c h 

f o c u s e d a t t e n t i o n o n t h e g r o w t h ra te o f t h e m o n e y s u p ­

p ly r a t h e r t h a n o n s h o r t - t e r m in te res t ra tes , was g a i n i n g 

a c c e p t a n c e i n a c a d e m i c c i rc les a n d b e y o n d . A n d 

(3) t h e n e w F e d c h a i r m a n h a d t h e s u p p o r t o f fiscal c o n ­

servat ives b o t h in W a s h i n g t o n a n d o n Wal l S t ree t . 

I n ear ly O c t o b e r 1 9 7 9 , t h e Fede ra l R e s e r v e s w i t c h e d 

its m o d u s o p e r a n d i f r o m fed - funds t a r g e t i n g t o m o n e y -

g r o w t h t a r g e t i n g . It n e v e r q u i t e a d o p t e d F r i e d m a n ' s 

m o n e t a r y r u l e — a c c o r d i n g t o w h i c h it s h o u l d inc rease 

t h e m o n e y s u p p l y at a c o n s t a n t a n d p r e - a n n o u n c e d l o w -

s i n g l e - d i g i t ra te . B u t d e l i b e r a t i o n s at t h e p o l i c y m e e t i n g s 

w e r e c o n d u c t e d i n t e r m s o f m o n e y - g r o w t h rates r a t h e r 

t h a n f ed - funds ra tes . T h e m o n e y - g r o w t h ra te a n d h e n c e 

t h e in f la t ion ra te w e r e b r o u g h t d o w n , w h i l e t h e f ed -

funds ra te f o u n d its o w n level at r e c o r d h i g h s — t o p p i n g 

o u t t w i c e at 19 p e r c e n t i n 1 9 8 1 a n d n o t r e t u r n i n g t o 

p r e - M i l l e r levels for several years . 

As a n e p i s o d e i n m o n e y - g r o w t h t a r g e t i n g , t h e s o -

cal led m o n e t a r i s t e x p e r i m e n t las ted o n l y t h r e e years 

(1979—1982) . T h e k e y m o n e t a r y agg rega t e , c h r i s t e n e d 

M l , was m a d e u p o f c o i n s , c u r r e n c y , a n d c h e c k i n g -

a c c o u n t ba l ances . M l p r o v i d e d a sol id a n c h o r for 

m o n e y - g r o w t h p o l i c y at t h e b e g i n n i n g o f t h e e x p e r i ­

m e n t , b u t t h e e x p e r i m e n t i tself l ed t o a c o m p l e t e u n a n -

c h o r i n g o f m o n e t a r i s m at t h e e n d . T h e s t o r y involves a 

h e a v y d o s e o f m o n e t a r i s t i rony. 

T h e 1 9 3 0 s ' b a n k i n g r e f o r m s t h a t r e s t r i c t ed p o l i c y ­

m a k i n g t o W a s h i n g t o n also r e s t r i c t ed t h e b e h a v i o r o f 

b a n k s i n c r i t ica l ways . A F e d e r a l R e s e r v e s t a tu t e ( R e g u ­

l a t i o n Q ) i m p o s e d k e y r e s t r i c t i ons o n d e m a n d depos i t s 

a n d t i m e depos i t s . I n effect, d e p o s i t o r s w e r e p r e c l u d e d 

f r o m h a v i n g a s ingle a c c o u n t o n w h i c h t h e y c o u l d (1) 

w r i t e c h e c k s a n d (2) e a r n in te res t . T h e s t a tu te also set 

s t r ic t l imi t s o n s a v i n g s - a c c o u n t in t e res t ra tes . T h o u g h 

n o t i m p l e m e n t e d w i t h m o n e y - g r o w t h t a r g e t i n g in 

m i n d , R e g u l a t i o n Q gave r ise t o a s h a r p d i s t i n c t i o n 

b e t w e e n m o n e y ( that is, c h e c k a b l e a c c o u n t s ) a n d savings 

( tha t is, i n t e r e s t - e a r n i n g a c c o u n t s ) . T h i s e i t h e r - o r aspec t 

o f m o n e y a n d savings a l l o w e d for a c r i sp d e f i n i t i o n o f the 

m o n e y supply. M l was m o n e y t h a t p e o p l e c o u l d a c t u a l ­

ly spend a n d h e n c e was u n q u e s t i o n a b l y t h e basis for p o l ­

i c y m a k i n g . T h e l a rge r m o n e t a r y aggrega te s ( M 2 , M 3 , 
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a n d s t i l l - m o r e - e n c o m p a s s i n g M's) i n c l u d e d h e a v i e r a n d 

h e a v i e r doses o f savings a n d t h u s w e r e n o t so re levan t t o 

t h e issue o f in f la t ion . 

A n d h e r e i n lies t h e m o n e t a r i s t i rony. A c c o r d i n g t o 

th is f r e e - m a r k e t s c h o o l o f t h o u g h t , t h e Fede ra l R e s e r v e 

c a n k e e p t h e e c o n o m y p e r f o r m i n g at its laissez-faire bes t 

b y i g n o r i n g in t e r e s t ra tes a n d f o c u s i n g ins t ead o n the 

m o n e y supply. B u t h a v i n g a m o n e y - s u p p l y m a g n i t u d e 

w o r t h y o f t h e Fed's a t t e n t i o n r e q u i r e d this o n e cr i t ica l 

d e p a r t u r e f r o m laissez faire ca l led R e g u l a t i o n Q . C o m ­

p o u n d i n g t h e i r o n y was t h e effect o f t h e m o n e t a r i s t 

e x p e r i m e n t o n t h e v iabi l i ty o f R e g u l a t i o n Q . As l o n g 

as m a r k e t in t e res t rates h o v e r e d in t h e l o w s ingle d igi ts , 

t h e d i s t o r t i o n s c a u s e d b y i n t e r e s t - r a t e 

ce i l ings ( i n c l u d i n g a ce i l i ng o f z e ro 

p e r c e n t o n c h e c k a b l e a c c o u n t s ) w e r e 

re la t ively m i n o r . B u t t h e M i l l e r F e d 

a n d s u b s e q u e n t m o n e t a r i s t e x p e r i ­

m e n t p r o d u c e d m a r k e t rates o f i n t e r ­

est i n excess o f 2 0 p e r c e n t , c r e a t i n g 

s t r o n g i n c e n t i v e s for t h e b a n k i n g 

i n d u s t r y t o c i r c u m v e n t R e g u l a t i o n Q . 

T h e c i r c u m v e n t i o n s t a r t ed w i t h N O W 

a c c o u n t s ( N e g o t i a b l e O r d e r o f W i t h ­

d rawa l ) , w h i c h w e r e , i n all b u t n a m e , 

c h e c k a b l e sav ings a c c o u n t s . S o o n 

after, m o n e y - m a r k e t m u t u a l f u n d s 

arose t o h e l p savers t ake a d v a n t a g e o f 

t h e h i g h t r ea su ry -b i l l ra tes . T h e s e a n d 

o t h e r s u c h f i n a n c i a l i n n o v a t i o n s 

t h r e a t e n e d t h e v e r y e x i s t e n c e o f c o m ­

m e r c i a l - b a n k savings a c c o u n t s . T h e 

legis lat ive r e a c t i o n was b a n k d e r e g u l a ­

t i o n , i n i t i a t e d d u r i n g t h e C a r t e r a d m i n i s t r a t i o n a n d 

a c c e l e r a t e d in t h e ear ly years o f t h e R e a g a n a d m i n i s t r a ­

t i o n . B y 1 9 8 2 R e g u l a t i o n Q was g o n e — a n d so t o o was 

t h e c r i sp d i s t i n c t i o n b e t w e e n c h e c k i n g a c c o u n t s a n d 

savings a c c o u n t s a n d t h e special s igni f icance o f M l . 

T h o u g h t h e V o l c k e r F e d pe r s i s t en t ly mi s sed its 

m o n e y - g r o w t h ta rge ts o n t h e h i g h side, it c o u l d c l a im t o 

h a v e d o n e fairly we l l i n d e a l i n g w i t h inf la t ion , at least i n 

c o m p a r i s o n to t h e M i l l e r Fed . B u t i n se t t i ng relat ively 

l o w m o n e y - g r o w t h ta rge t s , it h a d des t royed ( t h r o u g h 

h i g h in t e res t ra tes a n d b a n k d e r e g u l a t i o n ) its abi l i ty e v e n 

t o iden t i fy a r e l evan t m o n e y - s u p p l y m a g n i t u d e . I n 1 9 8 2 

Some readers of the 
WSJ might have 
been led to believe 
that Greenspan had 
somehow followed 
Friedman's monetary 
rule. We now see, 
though, that there was 
no well-grounded 
rule; there was no 
standard. 

t h e Vo lcke r F e d r e v e r t e d t o t a r g e t i n g t h e f ed - funds ra te , 

n o t really b y c h o i c e b u t b e c a u s e t h a t was t h e o n l y ta rge t 

left s t and ing . 

The Greenspan Era 

Wh e n Alan G r e e n s p a n b e c a m e F e d c h a i r m a n o n 

A u g u s t 1 1 , 1 9 8 7 , t h e i n t e r e s t - r a t e t a r g e t i n g c o n ­

t i n u e d . T h e r e was early a n d c o n t i n u e d c r i t i c i sm o f 

G r e e n s p a n b e c a u s e o f his focus o n in te res t rates r a t h e r 

t h a n o n m o n e t a r y aggrega tes . As B o b W o o d w a r d r e p o r t s 

in Maestro: Greenspan's Fed and the American Boom (2000) , 

t h e n o t i o n o f m o n e y - s u p p l y t a r g e t i n g was still alive in 

1 9 8 9 in t h e p e r s o n o f R i c h a r d D a r m a n , P r e s i d e n t 

G e o r g e H . W. Bush ' s b u d g e t d i rec to r . 

D a r m a n c o m p l a i n e d tha t G r e e n s p a n 

was m i s m a n a g i n g t h e m o n e y supp ly 

a n d , in par t icu la r , t ha t t h e m o n e y -

g r o w t h ra te was t o o low. G r e e n s p a n 

r e s p o n d e d dismissively w i t h t h e c l a im 

tha t D a r m a n h a d s o m e sadly ou t -o f -

d a t e n o t i o n s . W i t h o u t a c t u a l l y 

e x p l a i n i n g t o his readers j u s t w h y 

t h o s e m o n e t a r i s t n o t i o n s w e r e o u t o f 

da te , W o o d w a r d r e m a r k e d , " T h e Fed 

c o u l d n ' t e v e n m e a s u r e t h e m o n e y 

supp ly accurate ly , let a l o n e c o n t r o l i t " 

(p. 63 ) . 

As was t r u e be fo re t h e s h o r t p e r i ­

o d o f m o n e y - s u p p l y t a rge t ing , t h e 

o n l y in te res t ra te tha t t h e Fede ra l 

R e s e r v e c o u l d ac tua l ly ge t in its 

crosshairs was t h e fed- funds ra te . T h a t 

ra te c o m e s h i g h l y r e c o m m e n d e d as a 

t a rge t if t h e o n l y c r i t e r i o n is t h e a n s w e r t o t h e q u e s t i o n 

" C a n t h e F e d actual ly a i m a t — a n d h i t — t h e t a r g e t ? " 

T h e a n s w e r is yes. T h e F e d can a d d to (or sub t rac t from) 

b a n k reserves b y b u y i n g (or selling) t r easury bills. W h e n 

t h e t r a d i n g desk at t h e N e w Y o r k F e d b u y s a t r easu ry bill 

f rom a c o m m e r c i a l b a n k , t h e bank ' s e a r n i n g assets are 

r e d u c e d b y t h e va lue o f t h e t r easury bill a n d its reserves 

(funds n o t l e n t ou t ) are inc reased by tha t s a m e a m o u n t . 

(Key to u n d e r s t a n d i n g these o p e n - m a r k e t o p e r a t i o n s , as 

t h e y are cal led, is t h e fact tha t , u n l i k e o r d i n a r y p u r ­

chasers o f t r easu ry bills, t h e Federa l R e s e r v e b u y s t reas ­

u r y bills w i t h funds tha t w e r e n o t in ex i s t ence be fo re it 
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m a d e t h e p u r c h a s e . It s p e n d s n e w m o n e y i n t o e x i s ­

t ence . ) A n d b e c a u s e t h e f ed - funds ra te is t h e ra te t h a t 

g o v e r n s i n t e r b a n k t r ansac t i ons m a d e o n a n o v e r n i g h t 

basis (as b a n k s w i t h excess reserves l e n d t o b a n k s w i t h 

rese rve def ic ienc ies ) , t h e i m p a c t o f i n c r e a s e d reserves o n 

t h e f ed - funds ra te is i m m e d i a t e . T h e t i m e l y f e e d b a c k 

o b s e r v e d b y t h e Fed 's t r a d i n g d e s k a l lows it t o adjust t h e 

v o l u m e o f t r e a su ry bills b o u g h t o r so ld so as t o a c h i e v e 

t h e t a r g e t e d f ed - funds r a t e . T h e F e d e r a l R e s e r v e is n e v e r 

v e r y far off t a rge t o n a n y g i v e n day. O n t h e basis o f 

w e e k l y averages , t h e Fed 's a i m l o o k s e v e n be t t e r , a n d o n 

t h e basis o f m o n t h l y averages , t h e F e d scores a bu l l ' s -eye 

eve ry t i m e . 

H i t t i n g t h e c h o s e n f ed - funds ra te is n o t a p r o b l e m . 

B u t c h o o s i n g t h e p a r t i c u l a r f ed - funds ra te t o t a rge t is 

a n o t h e r m a t t e r . S o m e c h o i c e s are c lear ly n o n - v i a b l e , 

as was r o u n d l y d e m o n s t r a t e d b y t h e M i l l e r Fed . T a r g e t ­

i n g t o o l o w a f ed - funds ra te r equ i r e s a la rge in fus ion 

o f reserves , w h i c h gives r ise t o a d r ama t i ca l l y i n c r e a s ­

i n g m o n e y supply, w h i c h causes subs tan t ia l in f la t ion , 

w h i c h p u t s a n in f la t ion p r e m i u m o n all i n t e res t ra tes , 

w h i c h p r e c l u d e s t h e Fed's h a v i n g s u c h a l o w t a rge t 

ra te . T h e M i l l e r F e d pe r s i s t en t ly failed t o raise its 

t a rge t r a t e e n o u g h t o k e e p u p w i t h t h e r i s i ng in f la t ion 

p r e m i u m . 

T a r g e t i n g t o o h i g h a f ed - funds ra te m i g h t r e q u i r e a 

s h r i n k a g e o f reserves , w h i c h w o u l d force a m o n e t a r y 

c o n t r a c t i o n a n d p u t t h e e c o n o m y i n t o r ecess ion , w e a k ­

e n i n g t h e bus iness c o m m u n i t y ' s d e m a n d s for l oans a n d 

h e n c e r e d u c i n g m a r k e t rates o f in te res t . T h e t a r g e t e d 

f ed - funds ra te t h a t was a l ready t o o h i g h is t h r o w n e v e n 

f u r t h e r o u t o f l i ne w i t h ac tua l m a r k e t c o n d i t i o n s . 

U n f o r t u n a t e l y for c e n t r a l b a n k i n g , t h e r e is a w i d e 

s p e c t r u m o f p o t e n t i a l f ed - funds t a rge t rates b e t w e e n 

c lear ly t o o l o w a n d clear ly t o o h i g h . H e r e , t h e r o o t 

p r o b l e m faced b y t h e F e d is n o different f r o m t h e p r o b ­

l e m assoc ia ted w i t h a m o r e g e n e r a l c e n t r a l c o n t r o l o f 

e c o n o m i c activity. T h e F o o d C z a r o f a c o m m a n d e c o n ­

o m y can easily c o n c e i v e o f t o o m a n y c h i c k e n s o r t o o 

f e w c h i c k e n s . B u t t h e G o l d i l o c k s n u m b e r o f c h i c k e n s — 

l ike t h e G o l d i l o c k s f ed - funds t a rge t r a t e — d o e s n ' t i d e n ­

tify itself. O f c o u r s e , i n a t h o r o u g h l y d e c e n t r a l i z e d 

e c o n o m y , it is t h e m a r k e t - d e t e r m i n e d p r i c e o f c h i c k ­

e n s — a n d t h e m a r k e t - d e t e r m i n e d in t e res t r a t e s — t h a t 

k e e p t h e e c o n o m y f u n c t i o n i n g s m o o t h l y . 

T h e G r e e n s p a n F e d i n P e r s p e c t i v e 

I n c h o o s i n g a f ed - funds t a rge t ra te , G r e e n s p a n ' s 

t h i n k i n g — a t least ear ly in his r e i g n as F e d c h a i r m a n — 

s e e m e d t o a c k n o w l e d g e t h e s igni f icance o f h a v i n g a ra te 

t h a t was j u s t r i g h t . R e f e r r i n g t o a 1 9 8 9 e p i s o d e , W o o d ­

w a r d a c c u r a t e l y cap tu r e s G r e e n s p a n ' s v i e w : " [ T ] h e Fed's 

i n t e r e s t - r a t e p o l i c y h a d t o b e c red ib le . A p a r t i c u l a r f ed -

funds ra te h a d t o b e s e e n b y m a r k e t s as t h e bes t ra te for 

t h e e c o n o m y , n o t as a n artificially l o w ra te i n f l u e n c e d b y 

po l i t i ca l p r e s s u r e " (p. 6 2 ) . H e r e , w e see n o t o n l y a b o w 

t o t h e m a r k e t e c o n o m y b u t a t eas ing h i n t at t h e M i s e s -

H a y e k t h e o r y o f t h e bus iness cyc le : H o l d i n g in te res t 

rates artificially l o w sets t h e e c o n o m y off o n a n u n s u s ­

t a inab le g r o w t h p a t h . T h e p o l i c y - i n d u c e d b o o m e v e n t u ­

ally e n d s in a bus t . T o avo id b o o m a n d bus t , r e sou rces 

h a d t o b e a l l oca t ed o n t h e basis o f t h e " n a t u r a l ra te o f 

in te res t , " so n a m e d b y S w e d i s h e c o n o m i s t K n u t W i c k s e l l 

a n d a d o p t e d as t h e m a r k e t b e n c h m a r k b y M i s e s a n d 

H a y e k . 

U n f o r t u n a t e l y , t h e v e r y e x i s t e n c e o f a c e n t r a l b a n k 

p r e c l u d e s its k n o w i n g w h a t t h e n a t u r a l r a t e o f in t e res t is. 

T h a t ra te is t h e ra te t h a t w o u l d prevai l "na tura l ly ," t ha t 

is, as t h e resul t o f t h e g ive a n d t ake o f d e c e n t r a l i z e d 

forces in t h e a b s e n c e o f a cen t r a l b a n k . W h a t e v e r t h e o ­

ret ical u n d e r s t a n d i n g G r e e n s p a n r e t a i n e d f r o m his ear ly 

s tudies in A u s t r i a n e c o n o m i c s , his p rac t i ca l a p p r o a c h 

t o m a n a g i n g t h e m o n e t a r y sys t em was v e r y c o n v e n t i o n ­

al: raise t h e f ed - funds t a rge t t o c o u n t e r i n f l a t iona ry 

pressures ; l o w e r t h e f ed - funds t a rge t t o c o u n t e r u n e m ­

p l o y m e n t . 

Too High for Politics 

Whi le k e e p i n g w i t h c o n v e n t i o n , in t e res t rates w e r e 

k e p t t o o h i g h for G e o r g e H . W Bush ' s po l i t i ca l 

p u r p o s e s in t h e 1 9 9 2 p re s iden t i a l c a m p a i g n . T h a t was 

t h e c l a im m a d e b y t h e R e p u b l i c a n l e a d e r s h i p — a n d t h e 

r e a s o n for t h e w i d e l y p e r c e i v e d b a d b l o o d b e t w e e n B u s h 

a n d G r e e n s p a n . B u t G r e e n s p a n was n o t always b l i n d t o 

po l i t i ca l ob jec t ives . H e s i g n e d o n as a t e a m p layer ear ly 

i n t h e C l i n t o n a d m i n i s t r a t i o n a n d p layed a s t r o n g s u p ­

p o r t i n g ro le i n C l i n t o n ' s 1 9 9 6 c a m p a i g n . C l e a r l y (in r e t ­

r o s p e c t a n d e v e n at t h e t i m e ) t h e Fed 's l o w e r i n g o f t h e 

f ed - funds t a rge t r a t e ear ly i n t h a t e l e c t i o n yea r was 

i n t e n d e d t o c o u n t e r t h e R e p u b l i c a n P a r t y r a t h e r t h a n t o 

c o u n t e r u n e m p l o y m e n t . 

W h i l e d e p a r t i n g f r o m t h e p r i n c i p l e s o f c e n t r a l b a n k -
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i n g t o g ive t h e C l i n t o n c a m p a i g n a n e d g e , G r e e n s p a n 

d e p a r t e d f rom his A u s t r i a n roo t s i n e x p l a i n i n g t h e m i d -

t o - l a t e - 1 9 9 0 s b o o m . H e a r t i c u l a t e d a t h e o r y — o r , at 

least , a b e l i e f — t h a t r an c o m p l e t e l y c o u n t e r t o t h e A u s ­

t r i a n t h e o r y . As r e p o r t e d b y W o o d w a r d (pp. 171ff.) , 

G r e e n s p a n pe r s i s t en t ly h e l d t o t h e b e l i e f — t h o u g h a 

be l i e f w i t h o u t p r o o f — t h a t p r o d u c t i v i t y h a d i n c r e a s e d 

o n an e c o n o m y w i d e basis, c r e a t i n g w h a t was p o p u l a r l y 

ca l led t h e " N e w E c o n o m y . " H i g h e r p r o d u c t i v i t y w o u l d 

m e a n i n c r e a s i n g o u t p u t , w h i c h w o u l d h o l d p r i c e a n d 

w a g e in f la t ion in c h e c k e v e n as t h e F e d p u r s u e d an easy-

m o n e y pol icy. 

G r e e n s p a n ' s c a l c u l a t i o n s , h o w e v e r , a re espec ia l ly 

r evea l ing . Inexp l icab ly , h e m a d e his e s t imates o f t h e s u p ­

p o s e d inc rease in p r o d u c t i v i t y o n t h e basis o f t h e 

a s s u m p t i o n t h a t n o n - l a b o r costs are c o n s t a n t . Surely, 

t h o u g h , th is is a p e c u l i a r a s s u m p t i o n for t h e F e d c h a i r ­

m a n t o m a k e in l igh t o f t h e fact t h a t n o n - l a b o r costs 

i n c l u d e t h e cos t o f b o r r o w i n g , w h i c h are affected r a t h e r 

d r a m a t i c a l l y b y F e d pol icy. L o w e r b o r r o w i n g c o s t s — 

a.k.a. art if icially l o w rates o f i n t e r e s t — g e t re f lec ted in 

i n c r e a s e d profi ts for a w i d e va r i e ty o f bus iness f i rms . If 

n o n - l a b o r costs are ( c o u n t e r t o fact) a s s u m e d t o b e c o n ­

s tant , t h e n t h o s e i n c r e a s e d profi ts w i l l b e m i s t a k e n l y seen 

as e v i d e n c e o f a g e n e r a l inc rease in l a b o r p roduc t iv i t y . 

B u t s ince p r o d u c t i v i t y gains are rarely a c r o s s - t h e - b o a r d 

ga ins , it is m u c h m o r e l ikely t h a t w h a t G r e e n s p a n was 

o b s e r v i n g was n o t s o m e N e w E c o n o m y at all b u t r a t h e r 

t h e O l d E c o n o m y g o o s e d u p b y c red i t e x p a n s i o n . 

I n a n y case, t h e e c o n o m y w i d e d o w n t u r n tha t b e g a n 

in la te 2 0 0 0 p u t a n e n d to b o t h t h e C l i n t o n - G r e e n s p a n 

e x p a n s i o n a n d t h e so -ca l l ed N e w E c o n o m y . P e r h a p s t h e 

o n l y t h i n g n e w a b o u t t h a t p e r i o d was t h e i nc r ea s ing 

i r r e l e v a n c e o f t h e m o n e t a r y aggrega tes . As a l ready i n d i ­

ca t ed , t h e o n c e - a l l - i m p o r t a n t M l h a d lost m u c h o f its 

s ign i f icance w i t h t h e 1980s m o n e t a r y d e r e g u l a t i o n a n d 

in p a r t i c u l a r w i t h t h e p h a s i n g o u t o f R e g u l a t i o n Q . B u t 

d u r i n g t h e i n c r e a s e d g l o b a l i z a t i o n o f t h e 1990s , this 

o n e - t i m e k e y m o n e t a r y m a g n i t u d e lost v i r tua l ly all its 

s ign i f icance . As M l ac tua l ly d e c l i n e d f rom t h e m i d -

1990s t h r o u g h t h e t u r n o f t h e c e n t u r y , its c u r r e n c y c o m ­

p o n e n t rose dramat ica l ly . T h e ra t io C / M l rose f r o m we l l 

b e l o w 3 0 p e r c e n t at t h e b e g i n n i n g o f t h e G r e e n s p a n 

years t o w e l l o v e r 5 0 p e r c e n t at t h e e n d — w i t h m o s t o f 

t h a t inc rease o c c u r r i n g d u r i n g t h e last ha l f o f t h e 1990s . 

T h e d r a m a t i c c h a n g e ref lec ted n o t t h e inc reased use o f 

c u r r e n c y in t h e U n i t e d States b u t t h e inc reased use o f 

U . S . c u r r e n c y o u t s i d e o u r b o r d e r s . Stashes o f dol lars i n 

uns t ab l e M i d d l e E a s t e r n c o u n t r i e s as we l l as t h e w i d e ­

spread c i r cu l a t i on o f dol lars in f o r m e r S o v i e t - b l o c c o u n ­

t r ies a n d in La t in A m e r i c a n c o u n t r i e s tha t have b e c o m e 

(officially o r unofficially) do l l a r i zed h e l p a c c o u n t for t h e 

h i g h d e m a n d o f U .S . cu r r ency . 

F r i e d m a n ' s m o n e t a r i s m a n d especial ly his m o n e t a r y 

ru l e , as a r t i cu l a t ed w i t h t h e aid o f t h e b e d r o c k e q u a t i o n 

o f e x c h a n g e ( M V = P Q ) , r equ i res tha t t h e M a n d t h e P 

a n d t h e Q all refer t o t h e s a m e p i e c e o f geog raphy . It j u s t 

w o n ' t d o , for i n s t ance , t o take P a n d Q to b e t h e U .S . 

C o n s u m e r P r i c e I n d e x a n d t h e U . S . Gross D o m e s t i c 

P r o d u c t a n d to t ake t h e c o r r e s p o n d i n g M to b e M l — 

m u c h o f w h i c h is o u t s i d e t h e U n i t e d States . B u t t h e 

Fede ra l R e s e r v e has n o w a y o f t a b u l a t i n g M l u s . T h a t is, 

G r e e n s p a n k n e w h o w m u c h M l h a d b e e n c rea ted , b u t 

h e d i d n ' t k n o w w h e r e in t h e w o r l d it was . T r y i n g to 

m a n a g e t h e m o n e y supp ly directly, t h e n , t h a t is, a d o p t ­

i n g a p o l i c y o f m o n e y - s u p p l y t a rge t ing , was i n c r e a s i n g ­

ly p r o b l e m a t i c . M o r e so t h a n ever, f ed- funds t a r g e t i n g 

was all t h e r e was t o d o . 

i r 
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"Neutral Interest Rate" 

Fe d w a t c h e r s d u r i n g t h e last years o f G r e e n s p a n ' s 

c h a i r m a n s h i p have r e p e a t e d l y e n c o u n t e r e d t h e t e r m 

"neutral r a t e o f i n t e r e s t " i n d iscuss ions o f t h e Fed's c h o i c e 

o f f ed - funds t a rge t ra tes . T h a t t e r m c o u l d b e t a k e n as 

e v i d e n c e t h a t G r e e n s p a n h a d r e t u r n e d t o his A u s t r i a n 

roo t s a n d w a n t e d t o t a rge t a f ed - funds ra te c o n s i s t e n t 

w i t h t h e "natural r a t e o f in te res t , " t h a t is, t h e ra te o f 

in te res t t h a t w o u l d preva i l i n a m a r k e t u n h a m p e r e d b y a 

c e n t r a l b a n k . B u t " G r e e n s p a n - n e u t r a l " is n o t t h e s a m e 

t h i n g as " A u s t r i a n - n a t u r a l . " T h e F e d k n o w s t h a t if it sets 

in t e res t rates t o o low, t h e r e wi l l b e w o r r i e s a b o u t inf la­

t i o n , a n d if it sets in t e res t rates t o o h i g h , t h e r e wi l l b e 

w o r r i e s a b o u t u n e m p l o y m e n t . T h e goa l , t h e n , is t o b a l ­

a n c e t h e w o r r i e s — t h a t is, t o f ind t h e e q u i - w o r r y f ed -

funds ra te . T h a t ' s w h a t ' s m e a n t b y t h e n e u t r a l ra te . 

B u t j u s t w h o s e w o r r i e s c o u n t ? T h e w o r r i e s e m a n a t ­

i n g f r o m f inancia l ma rke t s ? T rade r s in f inancia l m a r k e t s 

m i g h t w o r r y a b o u t in t e res t rates b e i n g t o o l o w o r t o o 

h i g h — b u t m a i n l y b e c a u s e o f t h e i m p l i c a t i o n s a b o u t 

fu tu re ac t ions b y t h e F e d e r a l R e s e r v e . Is t h e F e d g o i n g 

t o raise rates? Is it g o i n g t o l o w e r t h e m ? T h e n e u t r a l f ed -

funds ra te , t h e n , w o u l d b e t h e ra te t h a t causes t h e f i n a n ­

cial m a r k e t s t o have n o n e t w o r r y a b o u t t h e f ed - funds 

ra te c h a n g i n g in o n e d i r e c t i o n o r t h e o t h e r . If this is t h e 

b a l a n c i n g act t h a t u n d e r l i e s F e d e r a l R e s e r v e pol icy , t h e n 

b o t h t h e F e d a n d f inancia l m a r k e t s are l iv ing in a h o u s e 

o f m i r r o r s . 

T h e G r e e n s p a n F e d i n P e r s p e c t i v e 

Is t h e r e a n y k n o w n m a r k e t m e c h a n i s m t h a t causes 

t h e n e u t r a l ra te t o b e b r o u g h t i n t o l ine w i t h t h e n a t u r a l 

ra te? T h a t is, is t h e r e a n y r e a s o n t o be l i eve t h a t e q u i -

w o r r y a b o u t in f la t ion a n d u n e m p l o y m e n t t ranslates i n t o 

in t e res t ra tes t h a t are c o n s i s t e n t w i t h sus ta inab le g r o w t h ? 

O r is it q u i t e poss ib le t h a t t h e G r e e n s p a n - n e u t r a l ra te 

lies b e l o w t h e A u s t r i a n - n a t u r a l rate? W e h a v e t h e a n s w e r 

t o this q u e s t i o n f r o m G r e e n s p a n h imse l f—as s u m m a ­

r i z e d b y W o o d w a r d : " T h e r e was n o r a t i ona l w a y t o 

d e t e r m i n e t h a t y o u w e r e in a b u b b l e w h e n y o u w e r e in 

it. T h e b u b b l e was p e r c e i v e d o n l y after it b u r s t . . ." 

(p. 2 1 7 ) . E v i d e n t l y , t h e e q u i - w o r r y ra te i tself is s o m e ­

t h i n g t o w o r r y a b o u t . 

O n t h e last day t h a t A l a n G r e e n s p a n s e r v e d as F e d 

c h a i r m a n , M i l t o n F r i e d m a n p e n n e d a c o m m e n t a r y 

in t h e Wall Street Journal ( January 3 1 , 2 0 0 6 ) t i t l ed 

" H e H a s Set a S t anda rd . " S o m e reade r s o f t h e WSJ 

m i g h t h a v e b e e n l ed t o be l i eve t h a t G r e e n s p a n h a d 

s o m e h o w f o l l o w e d F r i e d m a n ' s m o n e t a r y ru l e . W e n o w 

see, t h o u g h , t h a t t h e r e was n o w e l l - g r o u n d e d r u l e ; t h e r e 

was n o s t andard . I n t r u t h , G r e e n s p a n p i t t e d w o r r y 

agains t w o r r y a n d was l u c k y e n o u g h t o m a k e it t o t h e 

e n d o f his final t e r m desp i t e t h e r e b e i n g n o s t anda rd at 

all. 

A n d n o w , B e n B e r n a n k e has p l e d g e d t o c o n t i n u e t h e 

po l i c ies o f t h e G r e e n s p a n F e d — p o s s i b l y w i t h a l i t t le less 

w o r r y a b o u t in f la t ion . W e c a n o n l y w o n d e r h o w l o n g his 

l u c k wi l l h o l d o u t . @ 

The abandonment of the gold standard made it possible for welfare statists to use the banking 

system as a means to an unlimited credit expansion. . . . In the absence of the gold standard, there 

is no way to protect savings from confiscation through inflation. 

—Alan Greenspan, "Gold and Economic Freedom," 1966 
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Institutions and Development: 
The Case of China 

B Y J A M E S A. DORN 

Fr o m a l ibera l p e r s p e c t i v e t h e goa l o f e c o n o m i c 

d e v e l o p m e n t is n o t s i m p l y t o m a x i m i z e o u t p u t 

b u t , r a the r , t o inc rease f r e e d o m o f c h o i c e . As P e t e r 

(Lord) B a u e r w r o t e in Economic Analysis and Policy in 

Underdeveloped Countries, " I r e g a r d t h e e x t e n s i o n o f t h e 

r a n g e o f c h o i c e , t h a t is, a n inc rease in t h e r a n g e o f effec­

t ive a l t e rna t ives o p e n t o p e o p l e , as t h e p r i n c i p a l o b j e c ­

t ive a n d c r i t e r i o n o f e c o n o m i c d e v e l o p m e n t . " T h o s e 

c o u n t r i e s t h a t h a v e l i b e r a l i z e d 

t r a d e — s u c h as C h i n a a n d S o u t h 

K o r e a — h a v e e x p a n d e d i n d i v i d u a l 

c h o i c e s a n d o u t p e r f o r m e d t h o s e t h a t 

h a v e c l u n g t o p r o t e c t i o n i s m — s u c h as 

C u b a a n d N o r t h K o r e a . 

W h e n c o n s i d e r i n g h o w i n d i v i d u ­

als a n d n a t i o n s m o v e f r o m p o v e r t y t o 

p rospe r i t y , o n e n e e d s t o e m p h a s i z e 

t h a t n a t u r a l cons t r a in t s (scarcity o f 

resources ) c a n b e o v e r c o m e if ar t i f i ­

cial cons t r a in t s ( such as t r a d e r e s t r i c ­

t ions ) d o n ' t i m p e d e d e v e l o p m e n t . 

T h i s idea is c o n s i s t e n t w i t h H o n g 

K o n g C h i e f E x e c u t i v e D o n a l d 

Tsang ' s call for a d h e r e n c e t o t h e 

p r i n c i p l e o f " sma l l g o v e r n m e n t , b i g 

m a r k e t . " 

T h e r e is a say ing i n C h i n a : " I f n o artificial cons t r a in t s , 

t h e n t h e r e is n o t h i n g y o u c a n n o t d o . " N o n i n t e r v e n t i o n 

{wu wei) results i n s p o n t a n e o u s o r d e r (zi fa) if g o v e r n ­

m e n t is l i m i t e d t o t h e p r o t e c t i o n o f p e r s o n s a n d p r o p e r ­

ty. I n t h e f o u r t h c e n t u r y B . C . , l o n g b e f o r e A d a m S m i t h , 

t h e g rea t C h i n e s e p h i l o s o p h e r L a o T z u h e l d t h a t w h e n 

t h e r u l e r takes " n o a c t i o n , " " t h e p e o p l e o f t h e m s e l v e s 

. . . b e c o m e p r o s p e r o u s . " 

In the fourth century 
B.C., long before 
Adam Smith, the 
great Chinese 
philosopher Lao Tzu 
held that when the 
ruler takes "no 
action," "the people 
of themselves . . . 
become prosperous." 

Wu wei does n o t i m p l y " t h e c o m p l e t e absence o f all 

activity, b u t o n l y o f s u c h as is forced, artificial, a n d 

u n s p o n t a n e o u s , " a c c o r d i n g to D e r k B o d d e , t h e t rans la tor 

o f F u n g Y u - l a n ' s classic A History of Chinese Philosophy. 

T h e Taoists saw a g o o d g o v e r n m e n t as o n e cons i s t en t 

w i t h n o n i n t e r v e n t i o n so p e o p l e c o u l d i m p r o v e t he i r 

welfare . T h u s in t h e Chuang-tzu, w e read: " W h e r e 

k n o w l e d g e a n d p lans are n o t u t i l i zed , o n e m u s t fall b a c k 

u p o n t h e na tu ra l . T h i s is pe r fec t p e a c e , 

t h e a c m e o f g o o d g o v e r n m e n t . " 

I n t h e Han Fei Tzu ( H a n Fei was a 

legalist w h o d i e d in 2 3 3 B . C . ) , o n e sees 

a c lear u n d e r s t a n d i n g o f t h e i m p o r ­

t a n c e o f free t r ade for c r ea t i ng h a r m o ­

n y a n d p r o s p e r i t y : 

W h e n a m a n sells his services as a 

f a r m h a n d , t h e mas t e r wil l give h i m 

g o o d food at t h e e x p e n s e o f his o w n 

family, a n d pay h i m m o n e y a n d c lo th . 

T h i s is n o t because h e loves t h e f a r m 

h a n d , b u t h e says, " I n this way, his 

p l o u g h i n g o f t h e g r o u n d wi l l go 

d e e p e r a n d his s o w i n g o f seeds wil l b e 

m o r e active." T h e f a r m h a n d , o n t h e 

o t h e r h a n d , exerts all his s t r eng th a n d 

w o r k s busi ly at t i l l ing a n d w e e d i n g . H e exerts all his 

skill cu l t iva t ing t h e fields. T h i s is n o t because h e loves 

his master , b u t h e says: " I n this w a y I shall have g o o d 

James Dorn (jdorii@eato.org) is a Cliina specialist and vice president for 
academic affairs at the Cato Institute. He is coeditor of China's Future: 
Cons t ruc t ive Par tner or E m e r g i n g Threat? (Cato Institute, 2000). 
An earlier version of this article appeared in Vital Speeches of the Day 
(November 15, 2005). 
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I n s t i t u t i o n s a n d D e v e l o p m e n t : T h e C a s e o f C h i n a 

soup , a n d m o n e y a n d c lo th wi l l c o m e easily." T h u s h e 

e x p e n d s his s t r eng th as if b e t w e e n t h e m t h e r e w e r e a 

b o n d o f love such as tha t o f fa ther a n d son . Yet t he i r 

hear t s are c e n t e r e d on utility, a n d t h e y b o t h h a r b o r 

t h e idea o f s e rv ing themse lves . T h e r e f o r e in t h e c o n ­

d u c t o f h u m a n affairs, if o n e has a m i n d t o d o b e n e ­

fit, it wi l l b e easy to r e m a i n h a r m o n i o u s , e v e n w i t h a 

nat ive o f Y i i e h [a b a r b a r i a n state] . B u t if o n e has a 

m i n d to d o h a r m , even fa ther a n d son wi l l b e c o m e 

separa ted a n d feel e n m i t y t o w a r d o n e a n o t h e r . 

T h i s passage was w r i t t e n m o r e t h a n 2 , 0 0 0 years 

b e f o r e The Wealth of Nations] 

In 1 9 8 7 C h i n a ' s p a r a m o u n t l e a d e r 

a n d r e f o r m e r D e n g X i a o p i n g r e c o g ­

n i z e d t h e p r i n c i p l e o f s p o n t a n e o u s 

o r d e r w h e n h e said: " O u r g rea tes t 

s u c c e s s — a n d it is o n e w e h a d b y n o 

m e a n s a n t i c i p a t e d — h a s b e e n t h e 

e m e r g e n c e o f a l a rge n u m b e r o f e n t e r ­

pr i ses r u n b y vil lages a n d t o w n s h i p s . 

T h e y w e r e l ike a n e w force t h a t j u s t 

c a m e i n t o b e i n g s p o n t a n e o u s l y . " 

K a t e X i a o Z h o u , i n h e r 1 9 9 6 b o o k 

How the Farmers Changed China, 

desc r ibe s t h e d e m i s e o f C h i n a ' s c o l ­

l e c t i v e f a r m s a n d t h e c r e a t i o n o f 

t h e h o u s e h o l d - r e s p o n s i b i l i t y s y s t e m 

(baochan daohu), w i t h its t o w n s h i p a n d 

vi l lage e n t e r p r i s e s ( T V E s ) , as " a s p o n ­

t a n e o u s , u n o r g a n i z e d , leader less , n o n -

i d e o l o g i c a l , apol i t i ca l m o v e m e n t . " 

C h i n a b e g a n t o un i l a t e ra l ly l i b e r a l ­

ize fo re ign t r a d e we l l b e f o r e j o i n i n g t h e W o r l d T r a d e 

O r g a n i z a t i o n in D e c e m b e r 2 0 0 1 . T h e first f o u r specia l 

e c o n o m i c z o n e s (SEZs) w e r e c r e a t e d in 1 9 8 0 , a n d s ince 

t h e n t h e coasta l p r o v i n c e s ( such as G u a n g d o n g , Z h e -

j i a n g , a n d Fuj ian) have b e c o m e h i g h l y " m a r k e t i z e d . " T h e 

n o n s t a t e sec tor , i n c l u d i n g p r iva te f i rms , n o w o v e r s h a d ­

o w s t h e s tate sec tor . 

N i c h o l a s Lardy, a C h i n a special ist at t h e In s t i t u t e for 

I n t e r n a t i o n a l E c o n o m i c s , has p o i n t e d o u t t h a t i n 1 9 7 8 

o n l y 12 la rge s t a t e - o w n e d e n t e r p r i s e s ( S O E s ) w e r e 

a u t h o r i z e d t o c o n d u c t f o r e ign t r ade . H o w e v e r , b y 2 0 0 1 

t h e r e w e r e 3 5 , 0 0 0 d o m e s t i c f i rms e n g a g e d in i n t e r n a -

China s approach to 
development has been 
primarily "bot tom-
u p " or experimental. 
Typically, local leaders 
would permit reform 
on a trial basis and 
not penalize 
entrepreneurs who 
were experimenting 
on their own. 

t i o n a l t r ade , i n c l u d i n g p r i va t e e n t e r p r i s e s , a n d m o r e t h a n 

1 5 0 , 0 0 0 f o r e i g n - f u n d e d e n t e r p r i s e s . T o d a y any r e g i s ­

t e r e d f i rm c a n e n g a g e in fo re ign t r ade . M o r e o v e r , C h i n a 

r e d u c e d t h e average tariff r a t e f r o m 5 5 . 6 p e r c e n t in 1982 

t o 1 5 . 3 p e r c e n t at t h e b e g i n n i n g o f 2 0 0 1 . T h e average 

tariff o n m a n u f a c t u r e d g o o d s is n o w less t h a n 9 p e r c e n t . 

As a resul t o f this d r a m a t i c l ibe ra l i za t ion , C h i n a is n o w 

o n e o f t h e wor ld ' s m o s t o p e n e c o n o m i e s . 

C h i n a ' s a p p r o a c h to d e v e l o p m e n t has b e e n p r i m a r i l y 

" b o t t o m - u p , " o r e x p e r i m e n t a l . Typically, loca l l eaders 

w o u l d p e r m i t r e f o r m o n a t r ia l basis a n d n o t p e n a l i z e 

e n t r e p r e n e u r s w h o w e r e e x p e r i m e n t i n g o n t h e i r o w n . 

W h e n successful , po l i t i c i ans w o u l d t ake c red i t a n d let 

t h e e x p e r i m e n t sp read . A t s o m e p o i n t 

B e i j i n g w o u l d s a n c t i o n t h e r e f o r m s . 

P i e c e m e a l r e f o r m has l e d t o 

n u m e r o u s o w n e r s h i p f o r m s , i n c l u d i n g 

c o o p e r a t i v e s h a r e h o l d i n g , f o r e i g n -

f u n d e d e n t e r p r i s e s , p r i v a t e f i rms , a n d 

T V E s . E c o n o m i s t s G a r y Je f fe rson a n d 

T h o m a s R a w s k i cal l t h i s p r o c e s s 

" i n d u c e d p r i v a t i z a t i o n . " U n d e r it t h e 

s tate s e c t o r has s h r u n k f r o m a d o m i ­

n a n t p o s i t i o n in 1 9 7 8 t o less t h a n o n e -

t h i r d o f i n d u s t r i a l o u t p u t v a l u e today. 

Property Far from Secure 

By l e t t i n g t h e n o n s t a t e s e c t o r g row, 

C h i n a has a v o i d e d t h e difficult 

po l i t i ca l d e c i s i o n o f o u t r i g h t p r i v a t i z a ­

t i o n o f la rge S O E s . P r i v a t e f i rms w e r e 

n o t legal u n t i l 1 9 8 8 , a n d in 2 0 0 4 t h e 

P R C c o n s t i t u t i o n was a m e n d e d t o 

g ive g r e a t e r p r o t e c t i o n t o t h e g r o w i n g p r i v a t e sec tor . 

P r i v a t e p r o p e r t y r i g h t s , h o w e v e r , are still far f r o m secure , 

a n d c o r r u p t i o n is r a m p a n t . S o w h i l e e c o n o m i c l i be ra l ­

i z a t i o n has p rog res sed , a n d C h i n a has b e c o m e t h e 

wor ld ' s t h i rd - l a rges t t r a d i n g n a t i o n , t h e C h i n e s e C o m ­

m u n i s t P a r t y ( C C P ) re ta ins its m o n o p o l y o n p o w e r . 

N e v e r t h e l e s s , C h i n a ' s o p e n i n g t o t h e o u t s i d e w o r l d 

has i n c r e a s e d p e r s o n a l f r e e d o m a n d p rosper i ty , a n d has 

l ed t o a d e m a n d for s a fegua rd ing p r i va t e p r o p e r t y r igh t s . 

J i a n y i n g Z h a , i n h e r fasc ina t ing b o o k China Pop, w r i t e s , 

" T h e e c o n o m i c r e f o r m s have c r e a t e d n e w o p p o r t u n i ­

t ies, n e w d r e a m s , a n d t o s o m e e x t e n t , a n e w a t m o s p h e r e 
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a n d n e w m i n d s e t s . . . . T h e r e is a g r o w i n g sense o f 

i n c r e a s e d space for p e r s o n a l f r e e d o m . " 

K a t h y C h e n o f t h e Wall Street Journal n o t e s t h a t t h e 

d e v e l o p m e n t m o d e l a d o p t e d b y t h e n e w l y e m e r g i n g 

u r b a n c e n t e r s , s u c h as Sh ish i i n Fu j ian , is " sma l l g o v e r n ­

m e n t , b i g s o c i e t y " (xiao zhenfu, da she hui). 

W h e n t h e N a t i o n a l People ' s C o n g r e s s a m e n d e d t h e 

c o n s t i t u t i o n t o m a k e " legal ly a c q u i r e d p r i va t e p r o p e r t y 

inviolable''' t h a t was a c lear s ignal t h e m a r k e t was h e r e t o 

s t a y — a n d a far c r y f r o m M a o Z e d o n g ' s a d m o n i t i o n t o 

" s t r i k e h a r d agains t t h e s l ightest s ign o f 

p r i v a t e o w n e r s h i p . " 

T h e r e is n o d o u b t t h a t g loba l i za t i on 

a n d t h e i n f o r m a t i o n r e v o l u t i o n have 

i n c r e a s e d p e r s o n a l f r e e d o m in C h i n a . 

M o r e t h a n 1 0 0 m i l l i o n C h i n e s e have 

access t o t h e I n t e r n e t . 

A n d I a m sure t h a t c o m p u t e r w h i z -

k ids w i l l stay o n e s tep a h e a d o f g o v e r n ­

m e n t c e n s o r s . M o r e o v e r , if S h a n g h a i is 

t o b e c o m e a w o r l d - c l a s s financial c e n ­

ter , t h e r e wi l l h a v e t o b e a freer f low o f 

i n f o r m a t i o n a n d o p e n capi ta l m a r k e t s . 

P r e s i d e n t H u J i n t a o has r e c e n t l y 

i n d i c a t e d his a d h e r e n c e t o a p o l i c y o f 

" p e a c e f u l d e v e l o p m e n t , " w h i c h is p r e ­

cisely t h e p o l i c y t h a t C h i n a has b e e n 

f o l l o w i n g s i n c e 1 9 7 8 . T h e U n i t e d 

States w o u l d b e w i se t o c o n t i n u e a p o l ­

icy o f e n g a g e m e n t a n d avo id d e s t r u c ­

t ive p r o t e c t i o n i s m . F o r e i g n - f u n d e d 

e n t e r p r i s e s a n d p r i v a t e firms a c c o u n t 

for m o r e t h a n 6 0 p e r c e n t o f C h i n a ' s 

f o r e i g n - t r a d e sec tor . U . S . p r o t e c t i o n i s m 

w o u l d h a r m t h e v e r y s e c t o r t ha t is 

w o r k i n g t o dec rease pove r ty , inc rease 

e x p o s u r e t o t h e W e s t , a n d p res su re t h e C C P t o a c c e p t 

c h a n g e . 

I n s t i t u t i o n a l r e f o r m (especial ly t r a d e l ibera l iza t ion) 

has subs tan t ia l ly r e d u c e d p o v e r t y in C h i n a — r e a l p e r 

cap i ta i n c o m e has i n c r e a s e d n e a r l y fivefold s ince 1 9 7 8 , 

w i t h s i g n i f i c a n t l y l a r g e r i n c r e a s e s i n t h e h i g h l y 

m a r k e t i z e d coastal areas. B u t t h e r e has b e e n lit t le 

i nc rease in po l i t i ca l f r e e d o m . F u r t h e r e c o n o m i c l i be ra l ­

i z a t i o n — e s p e c i a l l y p r i v a t i z a t i o n o f la rge S O E s a n d c a p ­

ital f r e e d o m — i s c o n s t r a i n e d b y pol i t ica l issues. W h e t h e r 

r e f o r m e r s in t h e C C P wi l l ga in t h e u p p e r h a n d r e m a i n s 

t o b e seen . 

A n ar ray o f g o v e r n m e n t i n t e r v e n t i o n s c o n t i n u e s t o 

res t r ic t e c o n o m i c a n d p e r s o n a l f r e e d o m , and , h e n c e , 

C h i n a ' s f u t u r e d e v e l o p m e n t . Ar t i f i c i a l c o n s t r a i n t s 

i n c l u d e capi ta l a n d e x c h a n g e con t ro l s , s t a t e - o w n e d 

b a n k s a n d e n t e r p r i s e s , i n t e r e s t - r a t e con t ro l s , a n d e s p e ­

cially t h e lack of a t r a n s p a r e n t legal s t r u c t u r e tha t p r o ­

tects p e r s o n s a n d p rope r ty . 

W h e n the National 
People s Congress 
amended the 
constitution to make 
"legally acquired 
private property 
inviolable" that was a 
clear signal the 
market was here to 
stay—and a far cry 
from Mao Zedongs 
admonition to "strike 
hard against the 
slightest sign of 
private ownership." 

"Free Private Markets" 
n 1 9 8 8 , at t h e C a t o Inst i tu te ' s h i s ­

t o r i c c o n f e r e n c e in S h a n g h a i , M i l ­

t o n F r i e d m a n cal led for C h i n a t o 

a b a n d o n its socialist m a r k e t e c o n o m y 

a n d m a k e t h e t r ans i t i on t o a full-

f ledged sys t em o f "free p r iva t e m a r ­

kets ." P rogress has b e e n m a d e s ince 

tha t t i m e , as m a r k e t s n o t p l a n n e r s 

d e t e r m i n e m o s t p r i ce s . T h e r e is p r i ­

va te h o u s i n g a n d p r iva t e e n t e r p r i s e , 

b u t C h i n a is still p l a g u e d by w i d e ­

spread state o w n e r s h i p a n d c o n t r o l , 

e spec ia l ly in t h e f inanc ia l s ec to r . 

W i t h o u t capi tal f r e e d o m , i n v e s t m e n t 

a l te rna t ives wi l l b e l i m i t e d a n d inves t ­

m e n t dec i s ions wi l l c o n t i n u e t o b e 

po l i t i c i zed . 

P r i v a t i z a t i o n is t h e o n l y w a y to r i d 

t h e sys t em o f c o r r u p t i o n . B u t as l o n g 

as t h e C C P gains f r o m t h e p r e sen t 

socialist m a r k e t sys tem, c h a n g e wi l l 

p r o c e e d slowly, if at all. E c o n o m i c 

r e f o r m even tua l ly wi l l r e q u i r e p o l i t i -

cal r e f o r m . T h e q u e s t i o n is w h e t h e r 

t h e g r a d u a l inc rease in e c o n o m i c f r e e d o m wil l b e suffi­

c i en t to b r i n g a b o u t po l i t i ca l c h a n g e tha t s u p p o r t s , 

r a t h e r t h a n re tards , f u r the r l ibera l iza t ion . 

W e s h o u l d n o t fo rge t t ha t t r ade e x p a n d s c h o i c e and , 

t he re fo re , s h o u l d b e p r o m o t e d as a f u n d a m e n t a l h u m a n 

r i g h t . U . S . p r o t e c t i o n i s m w o u l d b e se l f -defeat ing a n d 

s t r e n g t h e n C h i n e s e n a t i o n a l i s m a n d a n t i - A m e r i c a n s e n ­

t i m e n t s . E n g a g e m e n t is t h e o n l y r a t iona l po l i cy t o p r o ­

m o t e p e a c e a n d prosper i ty . @ 
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Peripatetics 

"The Tariff Is the Mother of Trusts" 
B Y S H E L D O N R I C H M A N 

I n ar t ic les s u c h as R o y Chi lds ' s " B i g Bus iness a n d t h e 

R i s e o f A m e r i c a n S ta t i sm," M u r r a y R o t h b a r d ' s " W a r 

C o l l e c t i v i s m i n W o r l d W a r I," a n d J o s e p h 

S t r o m b e r g ' s " T h e R o l e o f S ta te M o n o p o l y C a p i t a l i s m 

in t h e A m e r i c a n E m p i r e , " a d v o c a t e s o f t h e f r e e d o m p h i ­

l o s o p h y h a v e laid t h e b l a m e for b i g g o v e r n m e n t la rge ly 

at t h e d o o r o f bus iness . T h i s m a y conf l ic t w i t h t h e w a y 

w e ' d e x p e c t t h i n g s t o b e , b u t u l t i m a t e l y th is is a h i s t o r i ­

cal m a t t e r t o b e se t t l ed empi r ica l ly . 

Bes ides , w h y s h o u l d w e e x p e c t bus iness p e o p l e t o 

favor laissez faire a n d t o a b h o r g o v e r n m e n t i n t e r v e n ­

t i o n ? F e w p e o p l e o u t s i d e o f bus iness 

d o so. W h y w o u l d p e o p l e in bus iness 

b e different? As A l b e r t Jay N o c k n o t e d 

l o n g ago , p e o p l e t e n d t o favor t h e p a t h 

o f least e x e r t i o n . I f a bus iness o w n e r 

c a n inc rease his profi ts w i t h a tax , r e g ­

u l a t i o n , o r i m p o r t q u o t a o n h is 

d o m e s t i c o r f o r e ig n c o m p e t i t o r s , w h y 

n o t g o for it? Y o u a n d I m a y e x p e c t his 

e th ica l g o v e r n o r t o s top h i m . B u t 

w h a t if h e , l ike m o s t o t h e r p e o p l e , 

d o e s n ' t e q u a t e g o v e r n m e n t a c t i o n 

w i t h p l u n d e r ? I n t h a t case h e w o n ' t 

see h i m s e l f as a h o o l i g a n o n c e 

r e m o v e d . R a t h e r , h e ' l l see h i m s e l f as a 

c i t i zen in a d e m o c r a c y p e t i t i o n i n g his g o v e r n m e n t for 

b a d l y n e e d e d relief, w h i c h , as it h a p p e n s , w i l l also se rve 

t h e g e n e r a l wel fare . 

T h e r e ' s a n o t h e r c o n s i d e r a t i o n . Y o u a n d I k n o w t h a t 

t h e bus iness cyc le is a c r e a t i o n o f c e n t r a l b a n k i n g . P a n ­

ics, dep re s s ions , a n d recess ions are n o t f o u n d i n t h e p u r e 

m a r k e t e c o n o m y . T h e y are t h e resul t o f m a n i p u l a t i o n o f 

m o n e y b y a po l i t i ca l a u t h o r i t y . B u t m o s t p e o p l e d o n ' t 

k n o w tha t . Bus iness p e o p l e t h r o u g h o u t U . S . h i s t o r y h a v e 

b e l i e v e d t h a t t h e t r a d e cyc le is i n h e r e n t i n n a t u r e , a n d 

t h e y l o o k e d t o g o v e r n m e n t t o m o d e r a t e if n o t e l i m i n a t e 

it. If bus iness p e o p l e w e r e fami l ia r w i t h M i s e s a n d 

W h y should we 
expect business 
people to favor laissez 
faire and to abhor 
government 
intervention? Few 
people outside of 
business do so. 

H a y e k ' s t r a d e - c y c l e t h e o r y , b i g - b u s i n e s s s ta t i sm m i g h t b e 

h a r d e r t o u n d e r s t a n d . As it is, t h e r e is l i t t le m y s t e r y at all. 

T h e a b o v e - m e n t i o n e d w r i t e r s g o o n e m o r e s tep a n d 

c o n n e c t i n t e r v e n t i o n i s m at h o m e w i t h i n t e r v e n t i o n i s m 

a b r o a d , t h a t is, i m p e r i a l i s m i n o n e f o r m o r a n o t h e r . T h i s 

s h o u l d c o m e as n o s h o c k . T h o s e w h o w a n t g o v e r n m e n t 

t o m a n a g e t h e n a t i o n a l e c o n o m y for t h e b e t t e r m e n t o f 

" t h e n a t i o n " (or at least t h e i r f i rms a n d indus t r i e s ) wi l l 

easily be l i eve t h a t it s h o u l d m a n a g e t h e w o r l d e c o n o m y 

for a n e v e n g r e a t e r g o o d . A m e r i c a n n a t i o n a l i s m a l m o s t 

f r o m t h e b e g i n n i n g l e n t i tself t o t h e mess i an i c v i e w t h a t 

o n l y t h e U n i t e d States c o u l d b r i n g 

e n l i g h t e n m e n t t o t h e res t o f t h e 

w o r l d — a n d at a prof i t t o b o o t . 

W h y s h o u l d man i fes t de s t i ny h a v e 

b e e n r e s t r i c t ed t o t h e c o n t i n e n t ? In 

1 8 9 8 it was e x t e n d e d t o t h e P h i l i p ­

p i n e s , w i t h t h e s h e d d i n g o f m u c h 

b l o o d a n d t h e d e a t h o f s e l f - d e t e r m i n a ­

t i o n . (La i s sez - fa i r e a d v o c a t e s l ike 

W i l l i a m G r a h a m S u m n e r a n d E d w a r d 

A t k i n s o n o b j e c t e d . ) 

T h a t s o m e e n e m i e s o f m a r k e t s 

( L e n i n , for e x a m p l e ) also saw a c o n ­

n e c t i o n b e t w e e n bus iness a n d i m p e r i ­

a l i sm d o e s n ' t m e a n n o c o n n e c t i o n 

exists . States r e g u l a t e e c o n o m i e s , a n d states m a k e war , 

c o n q u e r t e r r i t o r y , a n d i m p o s e t h e i r i n f l u e n c e . T h e c o m ­

m o n e l e m e n t is o b v i o u s . 

L u d w i g v o n M i s e s in several p laces m a k e s t h e c o n ­

n e c t i o n b e t w e e n d o m e s t i c a n d fo re ign i n t e r v e n t i o n i s m . 

" A na t i on ' s p o l i c y f o r m s a n i n t e g r a l w h o l e . F o r e i g n p o l ­

icy a n d d o m e s t i c p o l i c y are c lose ly l i n k e d t o g e t h e r ; t h e y 

are b u t o n e sys tem; t h e y c o n d i t i o n e a c h o t h e r , " M i s e s 

w r o t e in Omnipotent Government. " W h e r e t h e r e is free 

t r ade , f o r e ign c o m p e t i t i o n w o u l d e v e n in t h e s h o r t r u n 

Sheldon Richman (srichman@fee.org) is the editor of T h e Freeman . 

21 J U N E 2006 

mailto:srichman@fee.org


S h e l d o n R i c h m a n 

f rus t ra te t h e a ims s o u g h t b y t h e v a r i o u s m e a s u r e s o f g o v ­

e r n m e n t i n t e r v e n t i o n w i t h d o m e s t i c bus iness . W h e n t h e 

d o m e s t i c m a r k e t is n o t t o s o m e e x t e n t i n su l a t ed f r o m 

fo r e ign m a r k e t s , t h e r e can b e n o q u e s t i o n o f g o v e r n m e n t 

c o n t r o l . T h e f u r t h e r a n a t i o n goes o n t h e r o a d t o w a r d 

p u b l i c r e g u l a t i o n a n d r e g i m e n t a t i o n , t h e m o r e it is 

p u s h e d t o w a r d e c o n o m i c i so la t ion . " 

R e g u l a t i o n increases t h e cos t o f d o i n g bus iness , g i v ­

i n g a n a d v a n t a g e t o fo re ign c o m p e t i t o r s , w h o t he r e fo r e 

m u s t b e d e n i e d free access t o t h e h o m e m a r k e t . U n d e r 

t h e r i g h t c i r c u m s t a n c e s , b u r g e o n i n g p r o t e c t i o n i s m , t h e 

b r e a k d o w n o f t h e d iv i s ion o f labor , a n d t h e n e e d for r a w 

ma te r i a l s insti l l t h o u g h t s o f w a r a n d c o n q u e s t i n a m b i ­

t i ous n a t i o n a l l eade r s . 

M o r e o v e r , p r o t e c t i o n i s m , b y e x c l u d i n g l o w - c o s t 

c o m p e t i t i o n , has a c a r t e l i z i n g effect o n d o m e s t i c i n d u s ­

try. " T h e tariff is t h e m o t h e r o f t r u s t s " t h e y u s e d to say. 

T h i s m e a n s t h a t artificially f ewer f i rms can c h a r g e h i g h ­

e r p r i c e s a n d p a y l o w e r w a g e s t h a n w o u l d have b e e n t h e 

case in a fully c o m p e t i t i v e m a r k e t . I n real i ty t h e wel fare 

o f " t h e n a t i o n " is p a i d for dea r ly b y c o n s u m e r - w o r k e r s . 

As C o b d e n a n d B r i g h t k n e w , laissez faire is t h e w o r k -

i n g m a n ' s cause . 

C a r t e l i z a t i o n sets t h e s tage for t h e n e x t r o u n d o f 

i n t e r v e n t i o n . As J o s e p h S c h u m p e t e r , a n e c o n o m i s t 

f r i end ly t o t h e m a r k e t e c o n o m y (if pess imis t i c a b o u t its 

p r o s p e c t s ) , e x p l a i n e d in Imperialism and Social Classes, at 

t h e h i g h p r i c e s i n d u c e d b y p r o t e c t i o n i s m , f i rms can ' t 

sell e n o u g h u n i t s t o t a k e a d v a n t a g e o f e c o n o m i e s o f 

scale. " T h e t r u s t t h u s faces a d i l e m m a , " S c h u m p e t e r 

w r o t e . " E i t h e r it r e n o u n c e s t h e m o n o p o l i s t i c po l i c i e s 

t h a t m o t i v a t e d its f o u n d i n g ; o r it fails t o e x p l o i t a n d 

e x p a n d its p l a n t , w i t h r e su l t an t h i g h cos ts . It e x t r i c a t e s 

i tself f rom th is d i l e m m a b y p r o d u c i n g t h e full o u t p u t 

t h a t is e c o n o m i c a l l y feasible, t h u s s e c u r i n g l o w costs , 

a n d o f f e r i ng in t h e p r o t e c t e d d o m e s t i c m a r k e t o n l y t h e 

q u a n t i t y c o r r e s p o n d i n g t o t h e m o n o p o l y p r i c e — i n s o ­

far as t h e tar i f f p e r m i t s ; w h i l e t h e rest is sold , o r 

' d u m p e d , ' a b r o a d at a l o w e r p r i c e , s o m e t i m e s (bu t n o t 

necessa r i ly ) below cos t s . " 

T h u s " o v e r p r o d u c t i o n " is n o w a n e w p r o b l e m for t h e 

g o v e r n m e n t t o solve. H o w ? B y s e c u r i n g fore ign m a r k e t s 

i n w h i c h t h e surp luses can b e u n l o a d e d . " S e c u r i n g fo r ­

e ign m a r k e t s " is a m a n d a t e b u r s t i n g w i t h p o t e n t i a l for 

state mischief , w h i c h is t o say b u l l y i n g a n d war . 

Say's Law 

Yo u a n d I k n o w , as J .B . Say t a u g h t , t ha t t h e r e can b e 

n o gene ra l o v e r p r o d u c t i o n in a free e c o n o m y , b u t 

w e ' r e n o t t a lk ing a b o u t free e c o n o m i e s a n d p e o p l e 

famil iar w i t h Say's Law. W e ' r e t a lk ing a b o u t an i n t e r ­

v e n t i o n i s t e n v i r o n m e n t in w h i c h bus iness p e o p l e have 

u n s o l d surp luses o n t h e i r h a n d s . W h o are t h e y g o n n a 

call? N o t G h o s t b u s t e r s . T h e resul t is t h e O p e n D o o r 

pol icy, g u n b o a t d ip lomacy , a n d a w o r l d f i a t - m o n e t a r y 

sys tem, p u n c t u a t e d by t h e occas iona l s h o o t i n g war . 

S c h u m p e t e r goes o n : " T h u s w e have he re , w i t h i n a 

social g r o u p t h a t car r ies g rea t pol i t ica l w e i g h t , a s t rong , 

u n d e n i a b l e e c o n o m i c in te res t in such th ings as p r o t e c ­

t ive tariffs, car tels , m o n o p o l y p r i ce s , fo rced e x p o r t s 

( d u m p i n g ) , a n aggressive e c o n o m i c pol icy, an aggressive 

fo re ign po l i cy general ly, a n d war , i n c l u d i n g war s o f 

e x p a n s i o n w i t h a typical ly imper ia l i s t charac te r . O n c e 

this a l i g n m e n t o f in teres ts exists, an e v e n s t r o n g e r i n t e r ­

est i n a s o m e w h a t differently m o t i v a t e d e x p a n s i o n m u s t 

b e a d d e d , namely , an in te res t i n t h e c o n q u e s t o f lands 

p r o d u c i n g r a w mate r i a l s a n d foodstuffs, w i t h a v i e w to 

faci l i ta t ing self-sufficient warfare ." I w o u l d o n l y a d d tha t 

t h e c o n q u e s t c an b e pol i t ica l r a t h e r t h a n mil i tary. 

As S t r o m b e r g p o i n t s o u t , t h ings n e e d n o t o c c u r in 

t h e exac t o r d e r i n w h i c h t h e y d i d in t h e past . U n d e r 

o t h e r c i r c u m s t a n c e s , effects can b e causes. T h e p o i n t is 

t h a t t a m p e r i n g w i t h t h e m a r k e t e c o n o m y creates its o w n 

jus t i f i ca t ion for m o r e t a m p e r i n g , a n d o n a n d o n . W h e n 

a state's t a m p e r i n g achieves g loba l d i m e n s i o n s , w e have 

e m p i r e , o r s o m e t h i n g w i t h a s t r o n g r e s e m b l a n c e . T h a t 

t h e sc r ip t is o f ten s c o r e d w i t h a s e e m i n g l y p r o - m a r k e t 

s o u n d t r a c k ( " g l o b a l i z a t i o n " a n d "free t r ade" ) c h a n g e s n o 

facts. It m a y b e " c a p i t a l i s m " (I'll leave tha t issue for 

a n o t h e r day) , b u t it's sure ly n o t t h e free m a r k e t . ^ 
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Bo s t o n lies u n d e r a foo t o f s n o w this M o n d a y 

M a r c h e v e n i n g in 1 7 7 0 , so icy a n d c o l d t h a t a n y ­

o n e w h o c a n h u d d l e at h o m e o n t h e h e a r t h 

s h o u l d . Ins tead , m u c h o f t h e t o w n is a b r o a d a n d a b u z z 

l ike a n a n g r y h ive . B o s t o n i a n s are i n fu r i a t ed at s o m e ­

t h i n g t h e i r d e s c e n d a n t s wi l l t ake for g r a n t e d , i n d e e d , wi l l 

p r i z e so h i g h l y t hey ' l l pay for it: p o l i c e are p a t r o l l i n g 

t h e i r city. 

A n d h a v e b e e n fo r m a n y 

m o n t h s . I n S e p t e m b e r 1 7 6 8 a 

t h o u s a n d B r i t i s h R e d c o a t s d i s e m ­

b a r k e d at t h e t o w n ' s w h a r v e s . F r o m 

t h e r e t h e y " m a r c h e d s w o r d i n h a n d 

t h r o u g h t h e p r i n c i p a l s t reets o f 

[ B o s t o n ] , t h e n in p r o f o u n d p e a c e . " 1 

T h e i r p u r p o s e was n o t t o p r o t e c t 

t h e 1 5 , 0 0 0 i n h a b i t a n t s but: t o k e e p 

t h e m in l i n e , m u c h as p o l i c e 

p r e s e n t l y d o . A n d , aga in l ike m o d ­

e r n of f icers , t h e y w i l l c o l l e c t 

m o n e y for t h e g o v e r n m e n t , t h o u g h 

r a t h e r t h a n w r i t i n g traffic t i cke t s , 

t h e y wi l l e n f o r c e c u s t o m s du t i e s . 

T h e co lon i s t s d o n o t share t h e i r d e s c e n d a n t s ' i dea l i sm 

t h a t t h e p o l i c e " p r o t e c t a n d serve ," n o r d o t h e y m i s t a k e 

t h e R e d c o a t s for " B o s t o n ' s F i n e s t . " T h e y see t h e so ld iers 

s t a lk ing a m o n g t h e m as t h e g o v e r n m e n t ' s b u l l y b o y s , a n d 

t h e y desp ise t h e m for it. T o n i g h t , t h a t a n t a g o n i s m wi l l 

e x p l o d e , b e c o m i n g f a m o u s as a M a s s a c r e for k i l l ing five 

civi l ians a n d w o u n d i n g o t h e r s . 

H i s t o r i a n s offer a b e v y o f e x p l a n a t i o n s a n d excuses 

for t h a t c a l a m i t o u s c o n f r o n t a t i o n : A m e r i c a n s r e s e n t e d 

t h e B r i t i s h as an o c c u p y i n g force ; o f f - d u t y so ld iers 

w o r k e d at o d d j o b s for l o w pay, s tea l ing o p p o r t u n i t i e s 

Boston Massacre 

f r o m B o s t o n ' s day l abore r s a n d p r o v o k i n g m o r e r e s e n t ­

m e n t ; t h e R e d c o a t s w e r e n a t u r a l l y a r r o g a n t , t h e 

co lon i s t s na tu ra l l y t o u c h y . B u t b e h i n d it all lies t h e s i m ­

p le fact t h a t t h e so ld iers w e r e p o l i c i n g B o s t o n . T h e y 

m a r c h e d t h r o u g h t h e c i ty s e a r c h i n g for c o n t r a b a n d , 

in f rac t ions o f t h e g o v e r n m e n t ' s ru les , a n d a n y o n e t h e 

a d m i n i s t r a t i o n d e e m e d susp ic ious . 

T h e y also r e i n t r o d u c e d H i s 

Majes ty ' s c u s t o m s officers at t h e 

p o i n t o f t h e i r b a y o n e t s . P r i o r t o t h e 

R e d c o a t s ' a d v e n t in 1 7 6 8 , B o s t o n i ­

ans h a d so i n t i m i d a t e d t h e s e officials 

t ha t t h e y fled t h e city. A n n H u l t o n 

was sister t o o n e ; she w r o t e , " E v e r y 

officer o f t h e C r o w n t h a t d o e s his 

d u t y is b e c o m e o b n o x i o u s & t h e y 

m u s t e i t h e r fly o r b e sacr i f iced. . . ." 

A n n f lew w i t h h e r b r o t h e r a n d o t h ­

ers t o Cas t l e Is land, n o w p a r t o f t h e 

m a i n l a n d b u t t h e n a for t l y i n g at a 

safe d i s t a n c e i n B o s t o n H a r b o r . 

F r o m t h e r e , Miss H u l t o n c o n t i n u e d 

h e r a c c o u n t o f t h e co lon i s t s ' c o w i n g 

o f C u s t o m s : " T h e s e S o n s o f V i o l e n c e after a t t a c k i n g 

H o u s e s , b r e a k i n g W i n d o w s , b e a t i n g , S t o n i n g & b r u i z i n g 

several g e n t l e m e n b e l o n g ' g t o t h e C u s t o m s , t h e C o l l e c ­

t o r m o r t a l l y & b u r n i n g his b o a t . " 2 O n l y w h e n t h e R e d ­

coats c o u l d e n s u r e t h e i r safety d i d t h e officers r e t u r n t o 

B o s t o n . T h e y r e m a i n e d for t h e n e x t 18 m o n t h s , r e t r e a t ­

i n g aga in w i t h t h e t r o o p s after t h e Massac re : " T h e 

i n h a b i t a n t s o f t h e t o w n a s semb led in F a n e u i l H a l l . . . 

u n a n i m o u s l y reso lved , t h a t n o a r m e d force s h o u l d b e 
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suffered l o n g e r t o res ide in t h e capi ta l . . . . [ T ] h e p e o p l e , 

in f lex ib le in t h e i r d e m a n d s , ins is ted t h a t n o t o n e B r i t i s h 

so ld ie r s h o u l d b e left w i t h i n t h e t o w n . . . . [ W j i t h i n fou r 

days t h e w h o l e a r m y d e c a m p e d . . . . T h e c o m m i s s i o n e r s 

o f t h e c u s t o m s a n d several o t h e r o b n o x i o u s cha rac t e r s 

r e t i r ed w i t h t h e a r m y " t o t h e for t i f ied Cas t l e I s land . 3 

C o u l d w e w h i s k t h e a r m y f rom t h e i r e i g h t e e n t h -

c e n t u r y for t t o a m o d e r n p r e c i n c t , t h e R e d c o a t s w o u l d 

l ike ly a g r e e t h a t t h e i r p o l i c i n g differed l i t t le f r o m 

t o d a y ' s — e x c e p t in o n e r e m a r k a b l e d e t a i l . T h e y w o u l d b e 

a s t o u n d e d at t h e e n o r m o u s a u t h o r i t y m o s t A m e r i c a n s 

g r a n t t h e p o l i c e a n d at t h e e n o r m o u s respec t , e v e n g l o ­

r i f i ca t ion , f o l l o w i n g f r o m tha t . 

B o t h are c e n t u r i e s r e m o v e d f rom t h e r i d i c u l e a n d 

r e v u l s i o n r e d - c o a t e d p o l i c e r a t e d in e i g h t e e n t h - c e n t u r y 

B o s t o n . P e r h a p s t h e d i f fe rence in a t t i t u d e arises pa r t l y 

f r o m o u r power l e s snes s against a force a r m e d far b e y o n d 

w h a t m o s t o f us can m a n a g e . T h e B o s t o n i a n s m i l l i n g 

a b o u t t h e f r eez ing streets t h a t n i g h t c a r r i e d pistols a n d 

swords e v e r y b i t t h e e q u a l o f m u s k e t s a n d b a y o n e t s . If a 

m a n d i d n ' t o w n a g u n o r b l ade , h e h a s t e n e d t o w a r d t h e 

c o m i n g s h o w d o w n w i t h t h e " i n v a d e r s " a n d " f o r e i g n 

e n e m i e s " o p e n l y b e a r i n g a w o o d e n stave o r c lub , a kni fe , 

a h a t c h e t , e v e n a c h u n k o f ice s c o o p e d off t h e s t ree t . 4 

T h e i r w e a p o n s r e n d e r e d t h e co lon i s t s b o i s t e r o u s a n d 

aggressive w h e n s t a n d i n g u p t o t h e R e d c o a t s . B r i t i s h 

G e n e r a l T h o m a s G a g e r e p o r t e d t h a t " T h e p e o p l e w e r e 

as Lawless a n d L i c e n t i o u s after t h e T r o o p s a r r ived , as 

t h e y w e r e be fo re . T h e T r o o p s . . . s e e m e d o n l y offered t o 

a b u s e a n d R u i n . . . t o suffer ill u sage a n d e v e n assaults 

u p o n t h e i r P e r s o n s till t h e i r Lives w e r e in D a n g e r . . . ." 5 

T h a t " l awle s snes s " b e d e v i l e d t h e R e d c o a t s f rom t h e i r 

first m o m e n t s in B o s t o n , w h e n t h e y b e g a n h u n t i n g b a r ­

r a c k s . T h o m a s H u t c h i n s o n , M a s s a c h u s e t t s ' s roya l ly 

a p p o i n t e d g o v e r n o r , offered a la rge p u b l i c b u i l d i n g t o 

t h e so ld ie rs , i g n o r i n g t h e " o u t c a s t s o f t h e W o r k h o u s e 

a n d t h e s c u m o f t h e T o w n " ' ' a l ready r e n t i n g r o o m s the r e . 

T h e " s c u m " o b j e c t e d t o t h e g o v e r n o r ' s exerc ise o f e m i ­

n e n t d o m a i n as m u c h as H u t c h i n s o n w o u l d have h a d 

t h e y offered t h e R e d c o a t s his m a n s i o n . T h e y p r o m p t l y 

b a r r i c a d e d t h e m s e l v e s ins ide t h e b u i l d i n g . 

B o s t o n ' s sheriff, b a c k e d b y s o m e so ld ie rs , s o o n 

a r r i v e d . H e d i s c o v e r e d a n u n l o c k e d w i n d o w , c l i m b e d 

i n t o t h e b u i l d i n g , a n d o r d e r e d t h e " o u t c a s t s " o u t . T h e y 

p r o m p t l y b a r r i c a d e d h i m ins ide , t o o . 

M e a n w h i l e , t h e sheriff 's mar t i a l e sco r t s t o o d helpless , 

u n a b l e t o r e scue h i m , b e c a u s e t h e s cowl ing , m u t t e r i n g 

t o w n s p e o p l e s u r r o u n d i n g t h e p lace heav i ly o u t n u m ­

b e r e d t h e soldiers . T h i s s tandof f c o n t i n u e d for t w o days 

after B o s t o n ' s C o u n c i l s ided w i t h t h e " s c u m " a n d 

refused t o a u t h o r i z e t h e i r e v i c t i o n . 

N o r d id t h e co lon i s t s ' "i l l u s a g e " aba te over t h e n e x t 

year a n d a half. B e f o r e t h e s h o o t i n g b e g a n o n t h e n i g h t 

o f t h e Massacre a c i t i zen s c o l d e d a g r o u p o f Br i t i sh offi­

cers : " W h y d o n ' t y o u k e e p y o u r soldiers in t h e bar racks? 

. . . A r e t h e i n h a b i t a n t s t o b e k n o c k e d d o w n in t h e 

streets? A r e t h e y t o b e m u r d e r e d in this m a n n e r ? Y o u 

k n o w t h e c o u n t r y has b e e n u s e d i l l .You k n o w t h e t o w n 

has b e e n u s e d ill. W e d id n o t s e n d for y o u . W e wi l l n o t 

have y o u h e r e . " 7 

C o n t r a s t t ha t succ inc t a n d sp i r i t ed lesson in l i be r ty 

w i t h t h e shuffl ing slave m e n t a l i t y o f m o d e r n A m e r i c a n s . 

W e b o w a n d scrape w h e n d e a l i n g w i t h p o l i c e officers in 

t h e i r v a r i o u s guises , w h e t h e r t h e state t r o o p e r d u r i n g a 

traffic s top o r t h e T r a n s p o r t a t i o n S e c u r i t y A d m i n i s t r a ­

t i o n s c r e e n e r s ea r ch ing us w i t h o u t cause o r w a r r a n t at 

t h e a i r p o r t . 

Also a s t o n i s h i n g is t h e d e f e r e n c e t h e R e d c o a t s ' offi­

cers s h o w e d t h e co lonis t s . S o m e t i m e after o n e B o s t o n -

ian h a d s c o l d e d t h e officers, a n o t h e r asked Br i t i sh 

C a p t a i n J o h n P r e s t o n w h e t h e r h e w o u l d o r d e r his m e n 

t o fire o n t h e m . " B y n o m e a n s , by n o m e a n s , " P r e s t o n 

a n s w e r e d respectfully. " M y g i v i n g t h e w o r d ' f i re ' u n d e r 

t h o s e c i r c u m s t a n c e s w o u l d p r o v e m e n o officer."* T h u s 

w h i l e m o d e r n p o l i c e o r d e r us a b o u t as t h o u g h w e are 

s low a n d s tup id ch i l d r en , B r i t i sh officers r e q u e s t e d , 

e x p l a i n e d , a n d b e g g e d p a r d o n . 

Af ter t h e R e d c o a t s fired tha t n i g h t , a s i lversmi th 

n a m e d B e n j a m i n B u r d i c k a p p r o a c h e d , obv ious ly s t u d y ­

i n g t h e t r o o p s in t h e m o o n l i g h t . " I w a n t t o see s o m e 

faces t h a t I m a y swear t o a n o t h e r day," h e s a i d . W o u l d any 

o f us da re s top w h e n w e see a car o n t h e side o f t h e 

h i g h w a y , w i t h a t r o o p e r t i c k e t i n g t h e d r i v e r , t o 

a n n o u n c e ourse lves as wi tnesses? G r a n t e d , B u r d i c k was 

an i m p o s i n g m a n , e s t i m a t e d t o w e i g h 3 8 0 p o u n d s by a 

n e i g h b o r , " b u t even t h e largest a m o n g us is un l ike ly t o 

h e c k l e an a r m e d c o p . N o t o n l y d o t h e y o u t g u n us , b u t 

t h e r e are t o o m a n y laws p r o t e c t i n g t h e m , t o o m u c h p r e ­

s u p p o s i t i o n tha t , in any e n c o u n t e r , t h e state is r i g h t a n d 

t h e c i t i zen w r o n g . T h e R e d c o a t s in e i g h t e e n t h - c e n t u r y 
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B o s t o n c o u l d re ly o n n o s u c h p r iv i l eges . I n d e e d , t h e 

o n l y r e s p o n s e C a p t a i n P r e s t o n m a d e t o t h e b r ave B u r ­

d i c k was a m i l d , " P e r h a p s , sir, y o u m a y [be s u m m o n e d t o 

c o u r t as a w i tnes s ] . " " 1 

U n t h i n k a b l e , isn ' t it? T h e p o l i c e buf fa loed , a n d c i t i ­

zens r i d i n g h e r d o n t h e m ! B u t that 's b e c o m e an i m p o s ­

sible d r e a m ; it is as if t h e p e o p l e a n d t h e p o l i c e h a v e 

s w a p p e d p laces . W h y ? A r e A m e r i c a n s real ly t h a t dif ferent 

n o w ? O r h a v e p o l i c e m e n , t h e i r n a t u r e a n d t h e i r r e l a ­

t i o n s h i p t o t h e p e o p l e t h e y " se rve , " c h a n g e d ? 

William the Conqueror 

E i g h t e e n t h - c e n t u r y E n g l i s h m e n , w h e t h e r in t h e 

c o l o n i e s o r at h o m e , h a d a h o r r o r o f t h e mi l i ta ry ' s 

p o l i c i n g t h e m , o f t h e g o v e r n m e n t ' s b r i n g i n g t r o o p s 

agains t t h e m ins t ead o f agains t n a t i o n a l e n e m i e s , s u c h as 

t h e F r e n c h a n d t h e Span i sh . T h i s h o r r o r da tes b a c k c e n ­

tu r i e s , t o t h e N o r m a n invas ion o f E n g l a n d in 1 0 6 6 , 

w h e n a n a r m y u n d e r W i l l i a m t h e C o n q u e r o r devas t a t ed 

t h e c o u n t r y s i d e . T h e so ld iers r o b b e d , r a p e d , b u r n e d , a n d 

b r u t a l i z e d , c o m m i t t i n g all t he a t roc i t ies at w h i c h a r m i e s 

exce l . T h e n , t h e i r v i c t o r y secu re , t h e y a d d e d insu l t t o 

i n j u r y b y q u a r t e r i n g t h e i r t r o o p s o n t h e na t ive S a x o n s . 

T h e y also t a x e d t h e m . 

T h e S a x o n s c o n t r a s t e d this a b u s e by profess iona l s o l ­

d iers w i t h t h e b e h a v i o r o f t h e i r o w n mi l i t ias . S a x o n 

f a r m e r s a n d s h o p k e e p e r s f o u g h t t o d e f e n d t h e m s e l v e s 

w h e n a t t a cked , b u t t h e y r e t u r n e d t o t h e i r f a rms a n d 

s h o p s o n c e t h e d a n g e r h a d passed . T h e y d i d n o t m a k e a 

ca ree r o f r o b b i n g p e o p l e o n b e h a l f o f t h e k i n g , n o r d i d 

t h e y b u r n a m a n ' s h o m e a n d sack his s h o p . Mi l i t i as w e r e 

d e f e n s i v e , a r m i e s o f fens ive : t h e d i f f e r e n c e k e e n l y 

i m p r e s s e d S a x o n f a r m e r s p o n d e r i n g p l u n d e r e d t o w n s , 

f a rms in f lames, a n d w i v e s a n d d a u g h t e r s t r a u m a t i z e d o r 

e v e n d y i n g f r o m rape . 

T h i s m a r t i a l skep t i c i sm was r e i n f o r c e d d u r i n g t h e 

civil w a r s o f t h e 1600s , especia l ly O l i v e r C r o m w e l l ' s m i l ­

i t a ry d i c t a t o r s h i p . A " s t a n d i n g a rmy," w i t h its p r o f e s s i o n ­

al ki l lers a n d its e x i s t e n c e e v e n d u r i n g p e a c e t i m e , was 

c o n s i d e r e d t h e w o r s t evil t h a t c o u l d afflict a free p e o ­

p l e — i f a p e o p l e so afflicted c o u l d b e cal led free. 

B y t h e e i g h t e e n t h c e n t u r y this n a t i o n a l a t t i t u d e 

r e su l t ed in a p o o r l y m a n n e d a r m y o f t h i n r anks . A d d t o 

this a n abus ive c o m m a n d r e l y i n g o n phys ica l t o r t u r e a n d 

l o w p a y t o c o n t r o l t h e so ld iers , a n d it's n o w o n d e r t h e 

L e v i a t h a n ' s L e g i o n n a i r e s 

B r i t i s h a r m y h a d t o r e so r t t o k i d n a p p i n g t o fill its 

b r i g a d e s . It d raf ted a l m o s t l i teral ly o u t o f t h e g u t t e r 

t h o s e so ld iers it d i d n ' t t ake f r o m t h e h a n g m a n . (Judges 

s o m e t i m e s offered c o n v i c t e d m u r d e r e r s a n d o t h e r m i s ­

c rean t s a c h o i c e b e t w e e n k i l l ing for t h e K i n g o r b e i n g 

ki l led . ) 

R e c r u i t s w h o w e r e n ' t d u c k i n g t h e scaffold usual ly 

c a m e f r o m society 's l owes t r u n g s . I m p r e s s m e n t officers 

p r o w l e d t h e streets o f L o n d o n , p r o m i s i n g t h e n a k e d , 

s t a r v i n g underc lass a w a r m u n i f o r m a n d r egu l a r r a t ions . 

W h e n t h e s e b l a n d i s h m e n t s failed, t h e officer t r i e d t o ge t 

his v i c t i m so d r u n k h e w o u l d g rasp a shi l l ing: a s t o u n d -

ingly, t h e g o v e r n m e n t c o n s i d e r e d t h a t p i t t a n c e a fair 

e x c h a n g e for a m a n ' s life. Y o u m i g h t t h i n k it easy t o slip 

a c o i n i n t o a p o o r m a n ' s h a n d , especia l ly o n e p l i e d w i t h 

free b o o z e all n i g h t . B u t h o w e v e r b r u t a l life o n t h e 

s treets was , e v e r y o n e k n e w t h e a r m y was w o r s e . N o r was 

t h e r e any escape : o n c e a soldier , always a soldier . It t o o k 

d e a t h t o free a m a n f r o m his " d e a l " w i t h t h e K i n g . 

C i t i z e n s feared t h e a r m y d r a w n f r o m s u c h ranks 

m u c h as w e w o u l d a m o b f r o m o u r s lums a n d p e n i t e n ­

t iar ies . P e r h a p s a b e g g a r o r p r i s o n e r w i t h t h e sou l o f a 

p o e t was r e c r u i t e d n o w a n d t h e n , b u t if so, h e was r a p ­

id ly de sens i t i z ed o n c e h e d o n n e d his u n i f o r m . D i s c i ­

p l i n e was d r a c o n i a n , merc i less , excess ive , t e r r i f y i n g — w e 

c a n e x h a u s t t h e t h e s a u r u s a n d still n o t c o m e close t o 

d e s c r i b i n g t h e t o r t u r e r egu la r ly inf l ic ted o n t h e p o o r 

cuss t u r n e d so ld ie r o r sailor. T h e m o s t m i n o r o f t r a n s ­

gress ions e a r n e d h o r r i f i c r e t r i b u t i o n , w i t h f l ogg ing t h e 

favored p u n i s h m e n t . T h e s e w h i p p i n g s cons i s t ed o f h u n ­

d reds o f lashes a n d s o m e t i m e s a t h o u s a n d ; t h e y w e r e so 

savage t h e y c o u l d kill or , at t h e least, c r i p p l e t h e v i c t i m 

for life. O f t e n t h e lashes w e r e a d m i n i s t e r e d in sets ove r 

t h e c o u r s e o f several w e e k s o r a m o n t h : this a l l o w e d t h e 

m u s c l e s (little sk in w o u l d b e left after t h e first s t rokes 

f r o m t h e c a t - o ' - n i n e - t a i l s ) o f t h e b a c k t o b e g i n h e a l i n g 

b e f o r e t h e y w e r e o n c e aga in r i p p e d o p e n . W h e n t h e 

b r u t a l i t y finally e n d e d a n d t h e v ic t im ' s wr i s t s w e r e 

l o o s e d f r o m t h e crossed ha lbe rds , a b u c k e t o f salt w a t e r 

was d a s h e d across h i m — a c r u d e a n d u n s p e a k a b l y c r u e l 

an t i sep t i c . 

M e n a b u s e d so hor r i f i ca i ly w e r e u n l i k e l y t o s h o w 

mercy , k i n d n e s s , o r e m p a t h y t o t h e civi l ians w h o crossed 

t h e i r p a t h s . G o v e r n o r H u t c h i n s o n d e s c r i b e d t h o s e in 

o n e o f t h e t w o r e g i m e n t s l o o s e d o n B o s t o n : " T h e y are 
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i n g e n e r a l s u c h b a d fel lows in t h a t r e g e m e n t [sic] t ha t it 

s e e m s i m p o s s i b l e t o res t ra in t h e m . " " A n u n b r i d g e a b l e 

gap y a w n e d b e t w e e n " c i t i z e n " a n d "so ld ie r , " a n d t h o u g h 

t h e s e m e n m i g h t p r o t e c t E n g l a n d f r o m F r a n c e ' s 

v e n g e a n c e , m o s t E n g l i s h m e n felt l i t t le g r a t i t u d e for this 

" s e r v i c e . " B r i t a i n e n g a g e d in m a n y o f t h e t r a d e r e s t r i c ­

t i ons t h a t o u r g o v e r n m e n t d o e s , s p a w n i n g a c e n t u r y ' s 

w o r t h o f war . T h i s b e n e f i t e d t h e s a m e po l i t i c ians , 

b u r e a u c r a t s , a n d m a n u f a c t u r e r s o f a r m a m e n t s t h a t c u r ­

r e n t w a r s d o . E v e r y o n e else rea l ized t h e a r m y g u a r d e d 

t h e in teres ts o f t h e s e g r o u p s at his expense—l i t e r a l l y . 

N o r d i d p e o p l e s w a l l o w any l i ne a b o u t t h e t r o o p s ' " p r o ­

t e c t i n g " t h e i r l i be r ty : t h e s e s a m e soldiers also q u e l l e d 

civi l ians w h o r i o t e d in p r o t e s t o f t h e g o v e r n m e n t ' s 

po l i c i e s . 

I n s o m e ways , u s i n g so ld iers m a y have 

b e e n f r i end l i e r t o f r e e d o m t h a n a d e d i ­

c a t e d p o l i c e force . S e n d i n g t r o o p s against 

a c i t i z e n r y t h a t feared t h e a r m y k e p t 

folks c o n t i n u a l l y o n t h e i r g u a r d against 

t h e m . A n y o n e w h o t r i e d t o p o r t r a y t h e s e 

a r m e d al iens as allies, in l e a g u e w i t h 

h o n e s t c i t i zens t o d e f e n d soc i e ty f r o m 

t h e b a d guys , w o u l d have b e e n d ismissed 

as a fool . 

Robert Peel 

Th e n a l o n g c a m e R o b e r t Pee l , M P , 

c r e a t o r o f E n g l a n d ' s first p o l i c e Robert Peel 

force . 

B o r n in 1 7 8 8 , Pee l j o i n e d P a r l i a m e n t as a T o r y in 

1 8 0 9 . H i s ca ree r t h e r e h o p s c o t c h e d b e t w e e n t h e p a r t y 

l ine a n d i n d e p e n d e n c e . T h i s a l lows a d m i r e r s t o p o r t r a y 

h i m as p r i n c i p l e d , w h i l e t h o s e w h o u n d e r s t a n d pol i t ica l 

p o w e r c o n s i d e r h i m a d e p t at m a n i p u l a t i n g it. I n 1 8 1 2 , as 

c h i e f s ec re t a ry for I r e l and , h e i n s t i t u t e d t h e " P e a c e 

P r e s e r v a t i o n Po l i ce . " I r e l and f o a m e d t h e n as n o w w i t h 

r e l i g i o u s - c u m - p o l i t i c a l conf l ic ts , so " p e a c e p r e s e r v a t i o n " 

t r ans la t ed t o q u a s h i n g res is tance t o t h e dec ree s o f K i n g 

a n d P a r l i a m e n t . 

Peel 's p o l i c e q u a s h e d so successfully tha t h e was 

a p p o i n t e d h o m e sec re t a ry in 1 8 2 2 . T h i s was a t r o u b l e d 

d e c a d e in E n g l a n d ; f o u r years later, a dep re s s ion c r i p p l e d 

t h e c o u n t r y . P red ic tab ly , c r i m e a n d r i o t i n g i nc rea sed 

w i t h u n e m p l o y m e n t , especia l ly in t h e ci t ies . B u t , aga in 

predic tably , this d id n o t sway g o v e r n m e n t t o e n d t h e 

m e r c a n t i l i s m c a u s i n g t h e depress ion . Ins tead , as w o u l d 

any as tu te po l i t i c i an a l ready f a m o u s for " s o l v i n g " a s i m ­

ilar p r o b l e m , Pee l cal led for a c o m m i t t e e t o invest igate 

t h e possibi l i t ies o f a p o l i c e force in L o n d o n . 

U n f o r t u n a t e l y for Peel , t h e c o m m i t t e e wasn ' t as 

as tu te as h e . T h e first t i m e a r o u n d it r e p o r t e d tha t p o l i c e 

w e r e by t h e i r n a t u r e i n imica l t o a free society. Pee l sent 

t h e m b a c k t o t h e d r a w i n g b o a r d for a m o r e accep tab le 

answer . N o t surpr is ingly , t h e c o m m i t t e e t h e n r e c o m ­

m e n d e d tha t t h e g o v e r n m e n t s h o u l d act . Specifically, it 

s h o u l d o r g a n i z e a n d a u g m e n t L o n d o n ' s ex i s t ing officers. 

T h e r e w e r e a b o u t 4 5 0 o f these , r a n g i n g f rom m a g i s ­

t ra tes ' " r u n n e r s " t o M a r i n e Po l i ce pa t ro l l i ng t h e T h a m e s 

for c o n t r a b a n d a n d u n t a x e d g o o d s . Pee l 

c o n s o l i d a t e d these agen t s , h i r e d e n o u g h 

n e w m e n to b r i n g his n u m b e r t o 1,000, 

t r a i n e d t h e m , a n d p u t t h e m in u n i f o r m 

as wel l as o n t h e publ ic ' s p u r s e . 

Pee l also cod i f i ed n i n e p r i nc ip l e s for 

his po l i ce . T h e s e r a n g e d f rom a miss ion 

s t a t e m e n t ( the p u r p o s e o f t h e " p e e l e r s " 

o r " b o b b i e s , " as t h e y w e r e cal led in Peel 's 

h o n o r , was t o p r e v e n t c r i m e a n d k e e p 

t h e peace ) t o t h e prac t ica l t ip o f s e c u r i n g 

t h e publ ic ' s c o o p e r a t i o n t h r o u g h i m p a r ­

tiali ty a n d cour tesy . B u t o n e o f Peel 's 

P r i n c i p l e s s t r u c k l i b e r t y a b l i s t e r i n g 

b low. F o r t h e first t i m e , ins tead o f t h e 

state's agen ts b e i n g hur t fu l a n d al ien, a 

force s n a t c h e d f rom p r i s o n a n d p o v e r t y a n d t u r n e d loose 

o n t h e p u b l i c by a vengefu l k i n g , t h e b o b b i e s w e r e 

ins t ead t o p o s e as f r iends a n d n e i g h b o r s . " T h e po l i ce , " 

Pee l insis ted, " a r e t h e p u b l i c a n d t h e pub l i c are t h e 

p o l i c e ; t h e p o l i c e b e i n g o n l y m e m b e r s o f t h e p u b l i c 

w h o are p a i d t o g ive fu l l - t ime a t t e n t i o n t o du t i e s w h i c h 

are i n c u m b e n t o n eve ry c i t i zen in t h e in te res t o f c o m ­

m u n i t y wel fare a n d e x i s t e n c e . " 1 2 

T h e n e w bureauc racy , c o m p l e t e w i t h t w o c o m m i s ­

s ione r s , was u p a n d r u n n i n g by 1 8 2 9 . G i v e n L o n d o n ' s 

c r i m e wave , it s eems reasonab le to a s sume tha t l a w - a b i d ­

i n g fo lk w e l c o m e d t h e s e g u a r d i a n s . I n s t e a d , t h e y 

desp ised t h e m . N o r d id t h e y c o o p e r a t e w i t h t h e m . T h e y 

cal led t h e b o b b i e s by n a m e s far m o r e A n g l o - S a x o n , 

s o m e t i m e s assaul ted t h e m , a n d occas iona l ly k i l led t h e m . 
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L e v i a t h a n ' s L e g i o n n a i r e s 

A j u r y e v e n r e t u r n e d a ve rd i c t o f " just i f iable h o m i c i d e " 

for a c ivi l ian c h a r g e d w i t h m u r d e r i n g o n e . 

B u t j u s t as a m a n gets u s e d t o h a n g i n g , so L o n d o n e r s 

d i d t o b o b b i e s . T h e i r hos t i l i ty faded w i t h t i m e . Actual ly , 

t h e publ ic ' s feel ings a b o u t t h e s e " m e m b e r s . . . p a i d t o 

g ive fu l l - t ime a t t e n t i o n t o du t i e s w h i c h are i n c u m b e n t 

o n eve ry c i t i z e n " p r o b a b l y l i t t le m a t t e r e d w h e n it c a m e 

to c o n t i n u i n g t h e b o b b i e s ' pa t ro l s : an os tens ib ly free 

c o u n t r y n o w h a d a n u n a n s w e r a b l e e x c u s e — p r o t e c t i n g 

c i t izens f r o m n o n g o v e r n m e n t a l c r i m i n a l s — f o r inf i l t ra t ­

i n g a n d m o n i t o r i n g t h e p o p u l a t i o n . It w o u l d h a r d l y 

r e l i nqu i sh this i m m e n s e a d v a n t a g e w i t h o u t p r o l o n g e d , 

mass r e b e l l i o n . 

O t h e r g o v e r n m e n t s eager ly w a t c h e d Br i t a in ' s e x p e r ­

i m e n t w i t h t h e i n t e n t o f c o p y i n g it. T h e first A m e r i c a n 

c i ty t o d o so was N e w York , in 1 8 5 3 . W e m i g h t 

h o p e t h a t a c o u n t r y f o u n d e d in t r e e -

d o m w o u l d resist p a y i n g s o m e c i t izens 

t o e n f o r c e t h e state's w h i m s agains t 

o t h e r s . In s t ead , P h i l a d e l p h i a b o a s t e d a 

force b y 1 8 5 6 a n d B o s t o n b y 1 8 5 9 , 

desp i t e its r i o t i n g j u s t 9 0 years b e f o r e 

agains t r e d - c o a t e d p o l i c e . Pe rhaps t h e 

b l u e coa ts lu l l ed su sp i c ion . 

Preventing Crime 

Am e r i c a n s h e a r d t h e s a m e excuses 

for t h e state's m o n i t o r i n g t h e m as 

L o n d o n e r s h a d — t h e s a m e excuses , in fact, w h i c h prevai l 

t oday : t h e p o l i c e w o u l d k e e p t h e p e a c e a n d p r e v e n t 

c r i m e . N e v e r m i n d tha t t h e p o l i c e have a q u e s t i o n a b l e 

r e c o r d o f so lv ing , le t a l o n e p r e v e n t i n g , c r i m e . Typically, 

p o l i c e d e p a r t m e n t s in la rge cit ies " s o l v e " o n l y 55—65 

p e r c e n t o f h o m i c i d e s , t h o u g h t h a t d o e s n ' t necessa r i ly 

i n c l u d e a p p r e h e n d i n g t h e c u l p r i t . G o v e r n m e n t s have 

l o n g r e s o r t e d t o a sk ing , e v e n h a r a n g u i n g , t h e p u b l i c for 

h e l p in s o l v i n g c r i m e ; m a n y n o w h o s t webs i t e s l i s t ing 

t h e i r failures in t h e h o p e s t h a t c i t i zens wi l l r i d e t o t h e 

r e s c u e . 1 3 A n d d e s p i t e N e w Y o r k Ci ty ' s p h a l a n x o f 4 0 , 0 0 0 

c o p s — a n a r m y la rge r t h a n G e o r g e W a s h i n g t o n ever 

c o m m a n d e d at o n e t i m e d u r i n g t h e R e v o l u t i o n a r y 

W a r — 1 7 , 8 7 5 cars w e r e s t o l en in 2 0 0 5 , a " s h a r p d r o p " 

f r o m p r e v i o u s y e a r s . 1 4 

B r o k e n p r o m i s e s have n e v e r t h r e a t e n e d t h e e x i s t e n c e 

o f p o l i c e d e p a r t m e n t s , h o w e v e r . T h a t ' s b e c a u s e t h e s e 

But just as a man 
gets used to hanging, 
so Londoners did 
to bobbies. Their 
hostility faded 
with time. 

i n s t i t u t i ons are e x t r e m e l y useful t o t h e po l i t i c i ans w h o 

d e t e r m i n e t h e i r fate. W i t h t h e a d v e n t o f N e w Y o r k Ci ty ' s 

first force , po l i t i c i ans r e j o i c e d at h a v i n g a n en t i r e d e p a r t ­

m e n t o f v o t e r s d e p e n d o n t h e m for a raise; e v e n m o r e 

d i d t h e y a p p r e c i a t e t h e m a n a g e m e n t p o s i t i o n s t h e y 

c o u l d a w a r d t o in f luen t ia l s u p p o r t e r s . T h e y o f t en l o o k e d 

o n t h e i r city's c o p s as po l i t i ca l b o d y g u a r d s , a k i n t o C a e ­

sar Augus tus ' s p r a e t o r i a n g u a r d : d u r i n g e l ec t i ons , cops 

m a d e sure t h e " r i g h t " folks v o t e d . 

C i v i l - s e r v i c e ru les s u p p o s e d l y e l i m i n a t e d s u c h c o r ­

r u p t i o n in t h e la te n i n e t e e n t h c e n t u r y , b u t a n y i m p r o v e ­

m e n t s w e r e offset b y t h e po l i ce ' s e x p a n s i o n i n t o 

e v e r y d a y life. T h e i r c o n s i s t e n t p r e s e n c e o n t h e streets 

a t t r a c t e d t h e a t t e n t i o n o f a n y o n e w a n t i n g he lp . Fo lks 

w h o m i g h t h a v e re l ied o n fami ly a n d n e i g h b o r s t u r n e d 

in s t ead t o t h e p a t r o l m a n in his n o t i c e a b l e u n i f o r m . 

P o l i c e w e r e s o o n c h a p e r o n i n g lost 

c h i l d r e n , a d j u d i c a t i n g d o m e s t i c d i s ­

p u t e s , c o n t r o l l i n g traffic, a n d e v e n 

b o a r d i n g b u m s in t h e i r s t a t i on h o u s e s . 

Official i n v o l v e m e n t e l eva t ed t h e s e 

m a t t e r s , s o m e t i m e s s e r i ous b u t o f ten 

m e r e l y m u n d a n e , i n t o crises w o r t h y o f 

t h e i r o w n b u r e a u c r a c i e s , fe r t i l iz ing t h e 

g r o w t h o f m u n i c i p a l g o v e r n m e n t s . 1 " 

I n con t ras t t o t he i r e i g h t e e n t h - a n d 

e a r l y - n i n e t e e n t h - c e n t u r y fo re fa the r s , 

m o d e r n A m e r i c a n s t ake p o l i c e for 

g r a n t e d , m u c h l ike dr iver ' s l icenses a n d p a r k i n g t icke ts . 

If t h e y t h i n k a b o u t t h e m at all, it is n o t as a s t a n d i n g 

a r m y q u a r t e r e d a m o n g t h e m b u t as h e r o e s w h o serve 

a n d p r o t e c t . E v e n t h e latest c o r r u p t i o n scanda l o r p h y s ­

ical abuse o f a p r i s o n e r scarcely d e n t s t h e a p a t h y a n d 

m i s t a k e n p e r c e p t i o n . T h o s e w h o d o rail against c o r r u p ­

t i o n a n d abuse s e l d o m q u e s t i o n t h e basic p r e m i s e b e h i n d 

p o l i c i n g ; ins tead , all that 's r e q u i r e d is w e e d i n g o u t t h e 

r o g u e s , t i n k e r i n g w i t h t h e r e g u l a t i o n s , a n d r e f o r m i n g t h e 

d e p a r t m e n t ye t aga in . 

T h i s is especia l ly t rag ic g i v e n t h e w a r p e d e m p h a s i s 

p o l i c i n g b r i n g s t o c r i m e . T h e A m e r i c a n j u d i c i a l a p p a r a ­

tus focuses o n p u n i s h i n g t h o s e w h o t ransgress t h e g o v ­

e r n m e n t ' s dec ree s , e i t h e r e x t r a c t i n g t h e i r m o n e y for t h e 

s tate o r i m p r i s o n i n g t h e m o r b o t h . R e s t o r i n g t h e c r i m ­

inal 's v i c t i m is h a r d l y ever a c o n s i d e r a t i o n (pe rhaps 

b e c a u s e m o s t " c r i m e s " t h e s tate n o w p r o s e c u t e s ac tua l ly 

27 J U N E 2006 
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h a v e n o v i c t ims ) . T h i s con t ras t s ba ld ly a n d b a d l y w i t h 

A n g l o - S a x o n j u s t i c e , i n w h i c h m a k i n g t h e v i c t i m w h o l e 

was t h e sole c o n c e r n . 1 6 N e i g h b o r s m u t u a l l y p l e d g e d t o 

assist a n y o n e w h o suffered loss at t h e h a n d s o f a t h i e f o r 

m u r d e r e r . O n c e t h e m i s c r e a n t was a p p r e h e n d e d , t h e 

c o m m u n i t y assessed his gu i l t a n d , if satisfied, r e q u i r e d 

h i m t o m a k e r e s t i t u t i o n . T h o s e c r imina l s w h o refused 

faced os t r ac i sm, l e a v i n g t h e m v u l n e r a b l e t o v e n g e a n c e 

f r o m t h e i r v i c t i m s . 

Occas iona l ly , a v i o l a t o r was s t r o n g e r t h a n t h e c o m ­

m u n i t y o n w h i c h h e p r e y e d , at w h i c h p o i n t folks m i g h t 

sol ici t t h e k ing ' s he lp . Ear ly A n g l o - S a x o n k ings m a i n ­

t a i n e d a pa l ace g u a r d , t h o u g h these forces w e r e smal l in 

n u m b e r b e c a u s e t h e k i n g p a i d t h e m f r o m his o w n p o c k ­

et . C o m m u n i t i e s b e g a n i n c l u d i n g a royal r e c o m p e n s e , 

t h e n , in t h e v io la to r ' s r e s t i t u t i o n . B u t t h e royal eye 

q u i c k l y r e c o g n i z e d a r ive r o f r e v e n u e in t h a t r e c o m ­

p e n s e . T h i s c r e a t e d a p e r v e r s e i n c e n t i v e t o i n v e n t m o r e 

" c r i m e s " w i t h la rge f ines. Gradua l ly , t h e state a r r o g a t e d 

t o i tself a m o n o p o l y o n " s o l v i n g " c r i m e , w i t h its profits 

t r u m p i n g t h e v i c t im ' s r e s t i t u t i o n . T h a t left folks w i t h l i t ­

t le r e a son t o r e p o r t m i s d e e d s b e y o n d t h e h o p e t h a t t h e 

c r i m i n a l , if c a u g h t , w o u l d n o l o n g e r p r e y o n t h e m , a n d 

t h e y q u i t d o i n g so. T h e state h a d t h e last l a u g h , t h o u g h : 

it b e c a m e a c r i m e n o t t o r e p o r t a c r i m e . T h i s p e r m e a t e s 

p rac t ica l ly all A m e r i c a n p e n a l c o d e s t o this day. 

O b v i o u s l y , g o v e r n m e n t ' s i n t e res t lies i n p e r s u a d i n g 

t axpayers t h a t t h e p o l i c e p r o t e c t t h e m n o t t h e state. B u t 

t h e p r i o r i t i e s are o b v i o u s . H o w m a n y dol lars o f s to len 

g o o d s are r e t u r n e d t o c i t i zens versus h o w m a n y dol lars 

in traffic t i cke ts g o t o t h e s ta te? 1 7 H o w m a n y pol i t i ca l 

d e m o n s t r a t i o n s are " c o n t a i n e d " b y t h e p o l i c e versus h o w 

m a n y s to l en cars are r e c o v e r e d ? H o w of ten is a s e n a t o r 

o r g o v e r n o r c o d d l e d b y a p o l i c e e sco r t w h e n h e 

d e s c e n d s o n a t o w n versus h o w m a n y o r d i n a r y folks fear 

t o v e n t u r e d o w n a d a r k alley? I n d e e d , N e w Y o r k Ci ty ' s 

p e r c e n t a g e o f " s o l v e d " m u r d e r s in 2 0 0 5 p l u n g e d p e r h a p s 

b e c a u s e so m a n y de tec t ives w e r e b u s y p r o t e c t i n g v is i t ing 

p o o h - b a h s . Clear ly , t h e s tate profi ts far m o r e f rom t h e 

p o l i c e t h a n d o t h e p e o p l e . 

I o n c e w a t c h e d a t r ial i n w h i c h a p o l i c e m a n was 

s u i n g t h e p o l i c e force t h a t h a d e m p l o y e d h i m . H e h a d 

b e e n fired a few days be fo re h e w o u l d have re t i red . T h i s 

b r o u g h t his p e n s i o n in d o u b t , w h i c h in t u r n b r o u g h t 

h i m i n t o c o u r t . H i s a t t o r n e y e m p h a s i z e d his cl ient 's 

va lo r by ins is t ing tha t for 2 0 years h e h a d p e r f o r m e d 

" p a r a m i l i t a r y " du t i e s w i t h a " p a r a m i l i t a r y " force. H e 

cons i s t en t ly a n d r e p e a t e d l y p o r t r a y e d t h e p o l i c e as 

"parami l i t a ry . " 

Tragically, t h a t m a k e s us t h e " p a r a - e n e m y . " @ 
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FEE TIMELY CLASSIC 

T h e Jewel of Consistency 

B Y F R E D DE A R M O N D 

T h e s t r a n g e s t t h i n g a b o u t th i s c e n t u r y ' s c o l l e c ­

t ivis t r e v o l u t i o n is t h e a m a z i n g d i s c r e p a n c y 

b e t w e e n w o r d s a n d a c t i o n s . I n t h e abs t r ac t , 

m e n s p e a k w i t h t h e t o n g u e s o f a n g e l s ; i n t h e c o n c r e t e , 

t h e i r a c t i o n s are o f t e n M e p h i s t o p h e l i a n . I f e v e n 5 1 

p e r c e n t o f t h o s e w h o e x p r e s s s t o u t d e v o t i o n t o l i b e r ­

ty a n d o p p o s i t i o n t o S t a t e s o c i a l i s m h a d a c t e d a n d 

v o t e d as t h e y t a l k e d , t h e r e v o l u t i o n w o u l d h a v e d i e d 

a - b o r n i n g . 

N e a r l y e v e r y o n e professes loyal d e v o t i o n t o t h e C o n ­

s t i t u t i o n — u n t i l h e starts t o t rans la te t h a t d e v o t i o n i n t o 

a c t i o n . " T h e m a x i m u m o f local s e l f - g o v e r n m e n t " is a n 

u n c h a l l e n g e d a d a g e — u n t i l an a p p r o p r i a t i o n is d e m a n d ­

e d f r o m W a s h i n g t o n . 

E x a m p l e s p a r a d e in endless p r o c e s s i o n . 

L a b o r l eaders b r e a t h e fire a n d fury o n t h e d a n g e r s o f 

bus iness m o n o p o l y . B i g Bus ines s , t h e y say, is e r e c t i n g a 

g rea t o l iga rchy t h a t is c r u s h i n g free c o m p e t i t i o n a n d 

h a m s t r i n g i n g o u r l ibe r t i e s . B u t in t h e v e r y n e x t b r e a t h 

t h e y a r g u e pass iona te ly tha t i n d e p e n d e n t u n i o n s s h o u l d 

b e supp re s sed b y law, n o t p e r m i t t e d t o c o m p e t e w i t h 

t h e A F L - C I O . N o r , t h e y a d d w i t h e q u a l h e a t , d o e s a 

d i s sen t ing w o r k e r have t h e r i g h t t o d e c l i n e u n i o n 

m e m b e r s h i p . 

N o t t o b e o u t d o n e in i ncons i s t ency , a f o r m i d a b l e 

b o d y o f b u s i n e s s m e n w h o o p p o s e g o v e r n m e n t f ix ing o f 

w a g e s are equa l ly voca l i n d e m a n d i n g g o v e r n m e n t fix­

i n g o f p r i c e s . B u s i n e s s m e n h a v e w i t h g o o d r e a s o n 

o p p o s e d r i g i d " p a r i t y " p r i c e subs id ies t o f a r m e r s , as a 

f o r m o f e n c r o a c h i n g soc ia l i sm. B u t is " c h e a p " federa l 

e l ec t r i c p o w e r , for w h i c h so m a n y b u s i n e s s m e n c l a m o r , 

a n y less a subs idy t h a n p a r i t y p a y m e n t s t o f a rmers? In 

b o t h cases, t h e d i f fe rence b e t w e e n f r e e - m a r k e t p r i c e s 

a n d artificial, g o v e r n m e n t - m a n i p u l a t e d p r i c e s is d r a w n 

f r o m t h e w e l l o f p u b l i c funds t h a t c o m e f r o m t a x a t i o n . 

D i r e c t g o v e r n m e n t c o m p e t i t i o n w i t h t h e e l ec t r i c p o w e r 

i n d u s t r y is a c lear i n v i t a t i o n t o t h e col lect ivis ts t o soc ia l ­

ize o t h e r i n d u s t r i e s as we l l as p o w e r . 

W h o has j o i n e d in l o g r o l l i n g for federal g ran t s w i t h 

m o r e zeal t h a n b u s i n e s s m e n ? W h e t h e r t o states o r c o m ­

m u n i t i e s , w h e t h e r for a i r p o r t s , h i g h w a y s , s t reet i m p r o v e ­

m e n t s , h i g h d a m s , n e w p o s t offices, o r a id t o e d u c a t i o n , 

federa l g ran t s are a n essent ia l p a r t o f t h e K e y n e s i a n p o l ­

icy o f F a b i a n socia l i sm. A n d ye t , h o w m a n y C h a m b e r o f 

C o m m e r c e d e l e g a t i o n s stifle t h e i r p r i n c i p l e s i n o r d e r t o 

j o u r n e y to W a s h i n g t o n a n d s t and in l ine for t h e s e h a n d ­

ou t s ! 

B u s i n e s s m e n are p r o b a b l y n o m o r e i n c o n s i s t e n t i d e ­

o log ica l ly t h a n f a r m e r s , profess ionals , a n d w o r k e r s . B u t 

b y all l og ic a n d strategy, t h e y s h o u l d b e o u t f ront ra is ing 

a s t a n d a r d o f cons i s tency . B e c a u s e o f t h e i r p o s i t i o n in 

society, pa r t i cu l a r ly in A m e r i c a , t h e i r fai lure t o h e w t o 

t h e l ine sets a c o n s p i c u o u s a n d w h a t m i g h t we l l b e a 

fatal e x a m p l e . S i n c e bus iness has so m u c h at s take in a 

free c o m p e t i t i v e society, it s h o u l d s tep f o r w a r d in 

d e m o n s t r a t i n g t h e fullest d e v o t i o n t o t h e p r i n c i p l e o f 

ind iv idua l i s t i c c o m p e t i t i o n . S ta te p a t e r n a l i s m is a f f i rmed 

in all bus iness circles t o b e a d e a d l y t h r e a t t o free e n t e r ­

p r i s e a n d r e p u b l i c a n g o v e r n m e n t . B u t b u s i n e s s m e n , 

i nd iv idua l l y a n d in g r o u p s , c o n t i n u e t o ask for g o v e r n ­

m e n t i n t e r v e n t i o n in t h e e c o n o m i c s p h e r e . 

T h e o p p o s i t i o n t o co l l ec t i v i sm has f u m b l e d aga in 

a n d aga in b e c a u s e it has b e e n cons i s t en t ly i n c o n s i s t e n t . 

T h e d o c t o r w h o w o n ' t t ake his o w n m e d i c i n e o r t h e 

Fred DeArmond, salesman, writer, and business consultant on personnel 
training, was a contributor to numerous periodicals and the author of books 
such as Execut ive T h i n k i n g and Ac t ion and H o w to Sell and Unsel l 
Ideas. This article first appeared in the June 1956 issue of T h e Freeman. 
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l a w y e r w h o d is regards his o w n c o u n s e l is b o u n d t o b e 

less t h a n c o n v i n c i n g . 

O n t h e o t h e r h a n d , in o n e n o t a b l e respec t e v e r y 

m o v e m a d e b y t h e col lect ivis ts has f i t ted i n t o a c o n s i s ­

t e n t p a t t e r n . T h a t is t h e i r l eve l ing u r g e . T h e k e y a n d 

n u c l e u s o f t h e w h o l e m o v e m e n t t o w a r d s ta t ism is t o t ake 

away f r o m s o m e a n d g ive t o o t h e r s . N o o n e has p h r a s e d 

th is m a n i a q u i t e so l uc id ly as W i l l i a m G r a h a m S u m n e r : 

" A a n d B p u t t h e i r h e a d s t o g e t h e r t o d e c i d e w h a t C 

shall d o for D . " A n a l y z e d o w n t o its 

sou rces e v e r y " l i b e r a l " m e a s u r e a n d 

s o m e w h e r e in it y o u wi l l f ind this 

basic m o t i v a t i o n . It rests o n t h e p r i m e 

fallacy o f t h e ages , as s ta ted in all its 

u g l y s imp l i c i t y by t h e F r e n c h R e v o l u ­

t ion i s t Babeuf : " W e k n o w t h a t e v e r y 

m a n has an e q u a l r i g h t t o t h e e n j o y ­

m e n t o f e v e r y bene f i t . " 

If t h e t r u e l iberals o f o u r t i m e — 

r o b b e d e v e n o f t h e i r t r a d i t i o n a l label 

b y t h e d e v i o u s s e m a n t i c arts o f t h e 

soc ia l i s t s—are t o w i n a c c e p t a n c e in 

t h e m i n d s o f m e n , t h e y wi l l h a v e t o 

a g r e e o n a f e w aff i rmat ive p r i n c i p l e s as 

s i m p l e a n d as f u n d a m e n t a l as B a b e u f ' s . 

B u t , w h a t is m u c h m o r e t h a n tha t , 

t h e y wi l l h a v e t o g o d o w n t h e l ine a n d 

live b y t h o s e p r i n c i p l e s . 

W h e n a b u s i n e s s m a n , f a rmer , l a b o r 

l eader , o r p rofess iona l m a n asks for a 

" b r e a k " f r o m g o v e r n m e n t in his s t r u g ­

gle w i t h c o m p e t i t i o n , h e is so far 

i n c o n s i s t e n t — i f h e professes fai th in 

free e n t e r p r i s e . H e has o p e n e d h i m s e l f 

t o a n u n a n s w e r a b l e c o u n t e r a t t a c k b y 

t h o s e w h o c o n t e n d tha t t h e c o m p e t i -

t ive s y s t e m is ru th less a n d exp lo i t a t ive , n o t t o b e t r u s t e d . 

A n d it is n o de fense t o say, " E v e r y o n e else is g e t t i n g 

h e l p ; t h e o n l y w a y I c a n k e e p u p is t o ge t m i n e . " T h i s 

a m o u n t s t o a defeat is t c o n c e s s i o n t h a t soc ia l i sm is 

i nev i t ab l e . 

T h e ac id test for b u s i n e s s m e n c o m e s in t h o s e n o -

q u a r t e r con t e s t s b e t w e e n s u c h c o m p e t i t i v e g r o u p s as 

ra i l roads a n d t r u c k e r s , coa l a n d gas, s t o c k c o m p a n i e s a n d 

m u t u a l s , c h a i n s tores a n d i n d e p e n d e n t s , a n d t h e n e v e r -

W h o has joined in 
logrolling for federal 
grants with more zeal 
than businessmen? 
Whether to states or 
communities, 
whether for airports, 
highways, street 
improvements, high 
dams, new post 
offices, or aid to 
education, federal 
grants are an essential 
part of the Keynesian 
policy of Fabian 
socialism. 

e n d i n g t r u c u l e n c e o f " smal l b u s i n e s s " t o w a r d " b i g b u s i ­

ness ." C a n n o t t hese c o m p e t i t i v e tests o f abil i ty b e ca r ­

r i e d o n w i t h o u t a s k i n g for t h e i n t e r v e n t i o n o f 

g o v e r n m e n t ? 

Consistency No Virtue? 

Today, o f c o u r s e , w e have t o c o n t e n d w i t h t h o s e w h o 

c la im t h a t c o n s i s t e n c y is n o t a v i r t u e . T h e y are f o n d 

o f c i t i ng E m e r s o n ' s o f t - q u o t e d e p i g r a m in s u p p o r t o f 

t ha t p o s i t i o n . T h e g rea t T r a n s c e n d e n -

talist f a the red a b r o o d o f e r ro r s in tha t 

pass ing r e m a r k . B u t it is fair t o recall 

t ha t E m e r s o n d id n o t say, " C o n s i s t e n ­

cy is t h e h o b g o b l i n o f li t t le m i n d s . " H e 

qual i f ied his p a r a d o x b y m a k i n g it "a 

fool ish cons is tency." It is also w o r t h 

n o t i n g tha t in his Journal e n t r y for 

S e p t e m b e r 2 9 , 1 8 3 8 , t h e C o n c o r d 

p h i l o s o p h e r d e p l o r e d incons i s tency . 

T h e t r u t h a b o u t cons i s t ency was 

b e t t e r s ta ted m o r e t h a n t w o m i l l e n n i ­

u m s ear l ier by C o n f u c i u s , w h o said, 

" A g e n t l e m a n is c o n s i s t e n t , n o t 

change less . " 

B y t h e t r a d i t i o n a l a n d t i m e -

h o n o r e d e th i c , m e t h o d s a n d pol ic ies 

can of ten b e c o m p r o m i s e d successful­

ly; p r i nc ip l e s c a n n o t . T h a t is w h e r e t h e 

issue is j o i n e d . Today's p ragmat i s t s d o 

n o t a c c e p t t ha t v iew. T h e y h o l d tha t 

t h e r e are n o p r inc ip l e s so vital tha t 

t h e y m u s t b e a d h e r e d t o u n d e r all c i r ­

c u m s t a n c e s , h e n c e tha t t h e r e is n o 

v i r t u e in cons is tency . A n y t h i n g tha t 

" w o r k s " is just i f iable . T h e i n n o v a t o r s 

are t o b e t h e j u d g e s o f w h a t w o r k s . 

As C o n f u c i u s sugges ted , m e n m a y p r o p e r l y c h a n g e 

t h e i r m e t h o d s a n d po l ic ies . T h e y m a y e v e n c h a n g e t h e i r 

p r i n c i p l e s . B u t w h e n o n e fails t o act i n c o n f o r m a n c e 

w i t h t h e p r i n c i p l e s h e professes, h e is gu i l ty o f s o m e ­

t h i n g a k i n t o a m o r a l lapse. 

In s ta t ing his t h e o r y o f c o m p r o m i s e , J o h n M o r l e y 

w r o t e tha t " h e w h o b e g i n s life by stifling his c o n v i c t i o n s 

is i n a fair w a y for e n d i n g it w i t h o u t any c o n v i c t i o n s t o 

stifle." 
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B u t t h e i n c o n s i s t e n c y t h a t is s u c h a n Ach i l l e s ' h e e l o f 

A m e r i c a n conse rva t ives sp r ings m o r e f r o m foggy t h i n k ­

i n g a n d s h o r t s i g h t e d e x p e d i e n c y t h a n f r o m a t r u e m o r a l 

lapse. To b e cons i s t en t , o n e has t o s tar t w i t h c e r t a i n 

p r i n c i p l e s t h a t h e wi l l n o t s u r r e n d e r , e v e n for t e m p o r a r y 

advan t ages t h a t m i g h t resul t f r o m c o m p r o m i s e . T h e n 

o n e m u s t f o l l o w t h e i m p l i c a t i o n s o f t h e s e p r i n c i p l e s 

w h e n p u t i n p r a c t i c e . T h i s s e c o n d s tep is t h e c a t c h o f t h e 

f o r m u l a b e c a u s e it calls for t h e exerc i se o f b o t h in t e l l i ­

g e n c e a n d cha rac te r . 

I n a v e r y sugges t ive s e n t e n c e o f his s p l e n d i d g u i d e t o 

The Art of Thought G r a h a m Wallas has i n d i c a t e d a s i m p l e 

m e t h o d for p l o t t i n g a c o n s i s t e n t 

c o u r s e in a s i t u a t i o n t h a t r equ i r e s a 

c h o i c e . If y o u suspec t t h a t t w o p r o p o ­

s i t ions w h i c h y o u h a v e h e r e t o f o r e 

a c c e p t e d as t r u e s e e m t o conf l ic t w i t h 

e a c h o t h e r , e x a m i n e t h e n a t u r a l i m p l i ­

ca t ions o f b o t h u n t i l t h e p o i n t o f 

d i v e r g e n c e is l o c a t e d . T h e n fo l low t h e 

o n e t h a t leads i n t h e s a m e d i r e c t i o n as 

y o u r i r r e d u c i b l e p r i n c i p l e s , a n d r e s ­

o l u t e l y a b a n d o n t h e o t h e r p r o p o s i t i o n . 

W h a t leads m e n i n t o i d e o l o g i c a l 

i ncons i s t enc i e s? 

T h e first cause is a b l i n d d e v o t i o n 

t o i m m e d i a t e p e c u n i a r y in te res t s . I n 

bus iness , t h e b i r d in h a n d is n o t always 

w o r t h t w o in t h e b u s h . A b u s i n e s s m a n , 

for i n s t a n c e , m a y h a v e t o sacrif ice h e r e 

a n d t h e r e for his p r i n c i p l e s . Usual ly , 

t h e sacrif ice w i l l b e o n e o f t e m p o r a r y 

ga in for l o n g - r u n g o o d . 

Personal and Group Loyalties 

Th e s e c o n d cause is c o n f u s i o n as t o p e r s o n a l a n d 

g r o u p loyal t ies . A m a n m a y act against his b e t t e r 

j u d g m e n t , s u b m e r g e his v i e w s , b e c a u s e h e is r e l u c t a n t t o 

differ f r o m f r iends o r fami ly o r c h e r i s h e d l eade r s . O r it 

m a y b e t h a t h e is c o n s t r a i n e d to h o l d his n o s e a n d g o 

a l o n g r a t h e r t h a n b r e a k w i t h his po l i t i ca l p a r t y o r his 

c h u r c h . T h i s k i n d o f a c t i o n c a n n o t b e jus t i f i ed if o n e is 

But if compromise is 
the price that must 
be paid for political 
reconciliation of 
diverse views, then it 
behooves each of us 
to look that much 
harder for 
nonpolitical 
alternatives that do 
not require our 
voting for an evil. 

asked t o s w a l l o w a fallacy o r s u p p o r t a f raud t h a t h e can ' t 

s qua re w i t h t h e i r r e d u c i b l e p r i n c i p l e s b y w h i c h his fai th 

a n d p r a c t i c e are g u i d e d . T h e n h e m u s t shake off o l d l o y ­

alties, e v e n if h e s tands a l o n e . 

It m u s t b e g r a n t e d t h a t all o r g a n i z e d po l i t i ca l a c t i o n 

involves c o m p r o m i s e . V e r y o f t en it w i l l a p p e a r t o a n y 

c o n s c i e n t i o u s c i t i zen t h a t h e m u s t v o t e for m e n a n d 

m e a s u r e s w h i c h are b u t t h e lesser o f t w o evils. B u t if this 

is t h e p r i c e t h a t m u s t b e p a i d for po l i t i ca l r e c o n c i l i a t i o n 

o f d iverse v i e w s , t h e n it b e h o o v e s e a c h o f us t o l o o k t h a t 

m u c h h a r d e r for n o n p o l i t i c a l a l t e rna t ives t h a t d o n o t 

r e q u i r e o u r v o t i n g for an evil . 

T h e i n c o n s i s t e n c y i n p o l i t i c a l 

a c t i o n c o m e s in w h a t J o h n M o r l e y 

ca l led " a lazy a c c o m m o d a t i o n w i t h 

e r ro r , an i g n o b l e e c o n o m y o f t r u t h , " in 

w h i c h w e set t le for less t h a n t h e bes t 

o f w h i c h w e are capab le , b e c a u s e w e 

lack t h e t o u g h n e s s o f m i n d a n d c h a r ­

ac t e r t o e x e r t ou r se lves for t r u t h a n d 

r i g h t as w e see t h e m . 

It has b e c o m e a p o p u l a r fetish t o 

b o a s t t ha t " I v o t e for t h e m a n , n o t t h e 

par ty ." A n d , o f c o u r s e , it is i m p o r t a n t 

t h a t po l i t i ca l p o w e r b e ve s t ed in m e n 

o f h i g h c h a r a c t e r a n d in t eg r i ty . B u t 

this a l o n e wi l l n o t aver t b a d g o v e r n ­

m e n t — n o t if t h e pol i t ical t e c h n i q u e o f 

d e c i d i n g b y ba l lo t b e t w e e n t w o evils 

is t h o u g h t l e s s l y a p p l i e d w h e n a p o s i ­

t ively g o o d a l t e rna t ive m i g h t have 

b e e n available. To v o t e for t h e m a n 

w h o wi l l m o s t fairly " r e d i s t r i b u t e t h e 

w e a l t h " is a n d wi l l always b e w h o l l y i n c o n s i s t e n t w i t h 

s u c h p r i n c i p l e s as p r i v a t e o w n e r s h i p a n d c o n t r o l o f 

p r o p e r t y a n d v o l u n t a r y e x c h a n g e b e t w e e n w i l l i n g b u y ­

ers a n d sellers. 

C o n s i s t e n c y is t h e j e w e l tha t w o u l d b r i n g t o g e t h e r 

m e n o f l ike m i n d s o n t h e issues tha t really c o u n t . B a c k in 

Civ i l W a r days in t h e N o r t h t h e r e was a s logan, " V o t e l ike 

y o u s h o o t ! " T h a t c r u d e a d m o n i t i o n m i g h t b e pa r aph ra sed 

t o fit today 's crisis: Vo te a n d act l ike y o u talk! @ 
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Our Economic Past 

The History of "Underdevelopment" 
B Y S T E P H E N D A V I E S 

Pe r h a p s t h e m o s t i m p o r t a n t fea ture o f t h e m o d e r n 

w o r l d is its sus t a ined , i n t ens ive e c o n o m i c g r o w t h . 

T h i s p r o d u c e s m o s t o f t h e o t h e r d i s t inc t ive fea­

tu res o f m o d e r n i t y . A l t h o u g h t h e r e w e r e ear l ier ep i sodes 

o f s u c h e c o n o m i c e f f lorescence (to use J a c k G o l d s t o n e ' s 

t e r m ) , it was o n l y w i t h t h e " i n d u s t r i a l r e v o l u t i o n " o f late 

e i g h t e e n t h - c e n t u r y B r i t a i n t h a t it b e c a m e a p e r m a n e n t 

a n d p r o m i n e n t fea ture o f t h e w o r l d e c o n o m y . F o l l o w i n g 

t h e a d v e n t o f this t r a n s f o r m a t i v e p rocess , q u e s t i o n s s o o n 

arose e l s e w h e r e . T h e first was t h a t o f 

h o w t o a c h i e v e t h e s a m e k i n d o f 

g r o w t h a n d d y n a m i s m . S o o n this l ed 

t o f u r t h e r q u e s t i o n s : w h y o t h e r par t s 

o f t h e w o r l d d i d n o t s h o w these q u a l ­

it ies a n d w h y t h e i r a t t e m p t s t o d o so 

e n d e d i n fai lure. 

T h e d e b a t e e n g e n d e r e d b y these 

q u e s t i o n s a n d t h e answers g iven has 

b e e n o n e o f t h e m o s t i m p o r t a n t o f t h e 

last 2 0 0 years . K n o w n as t h e " d e v e l o p ­

m e n t d e b a t e , " it consis ts o f s u c h top ic s 

as t h e n a t u r e a n d causes o f e c o n o m i c 

d e v e l o p m e n t a n d t h e reasons it o c c u r s 

at s o m e t i m e s a n d places b u t n o t o t h ­

ers . T h i s is n o t s i m p l y a n a c a d e m i c 

d e b a t e . It has o b v i o u s i m p l i c a t i o n s for 

p u b l i c p o l i c y a n d , t h r o u g h its i m p a c t 

o n pol icy , for t h e lives a n d c i r c u m -

s tances o f o r d i n a r y p e o p l e . 

S i n c e t h e ear ly 1950s m u c h o f this d e b a t e has b e e n 

d o m i n a t e d b y " d e p e n d e n c y t h e o r y " a n d its o f f shoot 

" w o r l d s y s t e m th eo ry . " D e v e l o p e d b y several p e o p l e , this 

was a t h e o r y t h a t e x p l a i n e d t h e e c o n o m i c success o r 

fa i lure o f different par t s o f t h e w o r l d b y t h e n a t u r e a n d 

s t r u c t u r e o f t h e e c o n o m i c re la t ions a m o n g t h e m . T h e 

a r g u m e n t is t h a t t h e re la t ions o f t r a d e b e t w e e n different 

pa r t s o f t h e w o r l d are i n h e r e n t l y exp lo i t a t i ve a n d 

i nev i t ab ly c rea t e i n e q u a l i t y a n d lack o f d e v e l o p m e n t in 

This dynamic and 
benign process was 
stopped by World 
War I and did not 
subsequently resume. 
The war seriously 
disrupted the interna 
tional monetary and 
trade system. Even 
worse were the 
political effects. 

c e r t a i n places . C e r t a i n par ts o f t h e w o r l d ( the " c o r e " ) 

d o m i n a t e h i g h t e c h n o l o g y a n d h i g h profi t ac t iv i ty s u c h 

as m a n u f a c t u r i n g . T h e rest ( the " p e r i p h e r y " ) is left t o 

p r o d u c e r a w mate r i a l s a n d p r i m a r y p r o d u c t s . 

T h i s m e a n s tha t w h i l e s o m e par t s are " d e v e l o p e d " 

a n d e x p e r i e n c e e c o n o m i c m o d e r n i z a t i o n , o t h e r par ts 

are u n a b l e t o d o so a n d t h u s r e m a i n " u n d e v e l o p e d . " 

T h e y m a y e v e n e x p e r i e n c e " u n d e r d e v e l o p m e n t " in 

w h i c h t h e i r level o f p r o s p e r i t y a n d e c o n o m i c o r g a n i z a ­

t i o n ac tual ly goes i n t o dec l ine . T h e 

a d v a n t a g e o f this t h e o r y is tha t it leads 

t o a focus o n t h e w o r l d as a w h o l e , 

r a t h e r t h a n c o n c e n t r a t i n g o n " n a t i o n ­

a l " e c o n o m i e s tha t have n o real ex i s ­

t e n c e . Its d i sadvan tages are tha t it 

m i s u n d e r s t a n d s m u c h o f w h a t it t r ies 

t o exp l a in and , e v e n m o r e se r ious , t ha t 

it g ene ra t e s p o l i c y p roposa l s t ha t are 

disast rous. It leads t o a series o f p o l i c y 

p r o p o s a l s — i n c l u d i n g i m p o r t subs t i t u ­

t i o n , a b a n o n fo re ign i n v e s t m e n t , a n d 

p r o t e c t i o n i s m c o m b i n e d w i t h e x t e n ­

sive state o w n e r s h i p — t h a t have failed 

w h e r e v e r t h e y have b e e n t r i ed . 

W h y t h o u g h d id this analysis p rove 

so p o p u l a r ? It iden t i f i ed a n d offered an 

e x p l a n a t i o n for s o m e t h i n g tha t c o n -

v e n t i o n a l t h e o r y e i t h e r i g n o r e d o r h a d 

p r o b l e m s e x p l a i n i n g : t h e w a y in w h i c h t h e diffusion o f 

e c o n o m i c m o d e r n i z a t i o n , w h i c h h a d b e e n g o i n g o n 

s teadi ly u p t o t h e early t w e n t i e t h cen tu ry , s u d d e n l y 

s t o p p e d a n d e v e n w e n t i n t o reverse . F o l l o w i n g t h e 

a p p e a r a n c e o f e c o n o m i c m o d e r n i t y in Br i t a in , o t h e r 

par t s o f t h e w o r l d also u n d e r w e n t a s imilar t r a n s f o r m a ­

t i o n . B y 1 9 1 0 these i n c l u d e d B e l g i u m , t h e N e t h e r l a n d s , 
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n o r t h e r n Italy, G e r m a n y , t h e U n i t e d Sta tes , J a p a n , 

F r a n c e , S w e d e n , D e n m a r k , R u s s i a , A r g e n t i n a , a n d 

U r u g u a y . N o t all t h e s e cases i n v o l v e d i n d u s t r i a l i z a t i o n 

a n d a shift t o w a r d m a n u f a c t u r i n g : this h a d n o t b e e n t h e 

case in F r a n c e , n o r i n p laces s u c h as D e n m a r k o r 

A r g e n t i n a , w h i c h h a d b e c o m e h i g h l y efficient p r o d u c e r s 

o f a g r i c u l t u r a l p r o d u c t s . 

H o w e v e r , af ter 1 9 1 4 t h e p r o c e s s c a m e t o a s t o p . As 

P e t e r D r u c k e r p o i n t e d o u t , b e t w e e n 1 9 1 0 a n d 1 9 7 0 

n o n e w c o u n t r y j o i n e d t h e list o f " d e v e l o p e d " n a t i o n s 

a n d s o m e ( n o t a b l y A r g e n t i n a ) fell off i t . I n s t e a d a l a r g e 

p a r t o f t h e w o r l d a p p e a r e d u n a b l e t o s ta r t t h e p r o c e s s 

o f s u s t a i n e d g r o w t h . D e p e n d e n c y t h e o r y o f fe red b o t h 

a n e x p l a n a t i o n for th i s a n d a p r e s c r i p t i o n for r e s o l v i n g 

t h e p r o b l e m . I n fact , t h e r e w a s a m u c h s i m p l e r e x p l a ­

n a t i o n , w h i c h h i s t o r y p r o v i d e d . T h i s w a s t h a t t h e 

c h e c k t o t h e s p r e a d o f m o d e r n i z a t i o n w a s c a u s e d b y a 

c o m b i n a t i o n o f t w o f a c t o r s . T h e first w a s m i s t a k e n 

e c o n o m i c p o l i c y b y g o v e r n m e n t s , p a r t i c u l a r l y t h o s e 

a c t u a l l y i n t e n d e d t o p r o m o t e g r o w t h . T h e o t h e r w a s 

m a c r o - l e v e l d i s r u p t i o n o f t h e w o r l d e c o n o m y d u r i n g 

t h e c e n t r a l d e c a d e s o f t h e t w e n t i e t h c e n t u r y , w h i c h 

s l o w e d d o w n t h e p r o c e s s e s t h a t h a d l e d t o t h e s p r e a d 

o f m o d e r n i z a t i o n i n t h e n i n e t e e n t h c e n t u r y a n d 

a f fec ted e v e n t h o s e c o u n t r i e s t h a t h a d n o t a d o p t e d 

w r o n g h e a d e d p o l i c y t h e m s e l v e s . 

D u r i n g t h e n i n e t e e n t h c e n t u r y n o t e v e r y a t t e m p t at 

m o d e r n i z a t i o n s u c c e e d e d . Bes ides t h e " h i t s " m e n t i o n e d 

earl ier , t h e r e w e r e a n u m b e r o f "misses . " T h e s e typica l ly 

i n v o l v e d a t t e m p t s at p rec i se ly t h e p r o g r a m o f s t a t e - l ed 

a n d a u t a r k i c i n d u s t r i a l i z a t i o n a d v o c a t e d b y t h e d e p e n d ­

e n c y t h e o r i s t s . E x a m p l e s o f this i n c l u d e d P a r a g u a y 

( u n d e r D r . Franc ia ) a n d E g y p t ( u n d e r M e h m e t A l i ) . T h e 

g r o w t h o f t h e w o r l d e c o n o m y as a w h o l e at th is t i m e 

a n d t h e sp read o f e c o n o m i c m o d e r n i t y w e r e d r i v e n b y 

i n t e r l i n k e d processes , all o f w h i c h o p e r a t e d o n a g loba l 

scale. T h e s e w e r e a r ise in t h e v o l u m e o f t r ade , b o t h 

abso lu t e ly a n d as a re la t ive p r o p o r t i o n o f to ta l ac t iv i ty ; a 

g r o w t h in i n v e s t m e n t o u t s i d e t h e area o f capi ta l f o r m a ­

t i o n ; a s h a r p inc rease i n t h e g e o g r a p h i c a l m o b i l i t y o f 

l a b o r ; i n c r e a s e d e c o n o m i c i n t e g r a t i o n a n d spec ia l i za t ion ; 

a n d r a p i d t e c h n o l o g i c a l i n n o v a t i o n a n d diffusion o f n e w 

t e c h n o l o g y — i n t e r e s t i n g l y , t h e last was m a r k e d b y a 

w e a k e n i n g o f t h e status o f i n t e l l ec tua l p r o p e r t y r a t h e r 

t h a n t h e reverse . 

T h e H i s t o r y o f " U n d e r d e v e l o p m e n t 

T h e s e processes b o t h s t i m u l a t e d a n d w e r e in t u r n 

d r i v e n b y t h e e c o n o m i c a n d social t r a n s f o r m a t i o n o f 

eve r l a rger areas o f t h e p l a n e t . So d y n a m i c h a d t h e w o r l d 

e c o n o m y b e c o m e b y t h e 1900s t h a t s o m e f o r t u n a t e 

pa r t s o f t h e w o r l d w e r e " d e v e l o p e d " desp i t e m i s t a k e n 

po l i c ies b y t h e i r r u l i n g el i tes . 

Stopped by War 

Ho w e v e r , th is d y n a m i c a n d b e n i g n p rocess was 

s t o p p e d b y W o r l d W a r I a n d d i d n o t s u b s e q u e n t l y 

r e s u m e . T h e w a r se r ious ly d i s r u p t e d t h e i n t e r n a t i o n a l 

m o n e t a r y a n d t r a d e sys t em. E v e n w o r s e w e r e t h e p o l i t ­

ical effects. E v e r y w h e r e t h e r e was a m o v e in t h e d i r e c ­

t i o n o f s tate c o n t r o l a n d e c o n o m i c n a t i o n a l i s m . T h i s 

re f lec ted b o t h t h e i n f l u e n c e o f m i s t a k e n ideas a n d t h e 

in teres ts o f eli tes w h o s e p o s i t i o n was t h r e a t e n e d b y e c o ­

n o m i c c h a n g e . A ser ies o f p o l i c y e r ro r s b r o u g h t a b o u t 

a n u n p r e c e d e n t e d l y severe s l u m p a n d t h e n p r o l o n g e d it, 

w i t h d isas t rous effects o n w o r l d w i d e g r o w t h a n d t r ade . 

T h i s was felt m o s t severe ly i n par t s o f t h e w o r l d t h a t h a d 

j u s t s t a r t ed t h e p rocess o f m o d e r n i z a t i o n b e f o r e 1 9 1 4 . 

T h e t w o classic cases w e r e C h i n a a n d Ind ia . R e c e n t 

r e sea rch s h o w s t h a t b o t h C h i n a a n d Ind i a w e r e e x p e r i ­

e n c i n g r a p i d e c o n o m i c d e v e l o p m e n t b e t w e e n 1 8 7 0 a n d 

1 9 1 4 . H a d this c o n t i n u e d , b o t h w o u l d h a v e j o i n e d J a p a n 

in t h e " d e v e l o p e d " c l u b b y t h e 1930s at t h e latest . H o w ­

ever t h e i r d e v e l o p m e n t was c u t s h o r t b y t h e disasters o f 

1 9 1 4 t o 1 9 4 5 . 

T h e p a r a d o x is tha t t h e p re sc r ip t ions for r e so lv ing 

" u n d e r d e v e l o p m e n t " actual ly m a d e t h e p r o b l e m w o r s e . 

Ind ia is t h e classic e x a m p l e , w i t h t h e po l i cy o f successive 

admin i s t r a t ions f rom N e h r u o n w a r d p r o v i n g c o m p l e t e l y 

unsuccessful in r e ign i t i ng t h e rap id g r o w t h Ind ia h a d 

en joyed d u r i n g t h e "Be l l e E p o q u e . " H o w e v e r , t oday t h e 

a r g u m e n t s o f t h e d e p e n d e n c y s c h o o l are d iscredi ted . T h e 

reason is s imple : s ince t h e late 1980s t h e process d e s c r i b e d 

above has r e s u m e d a n d several g o v e r n m e n t s , above all 

t h o s e o f C h i n a a n d India , are n o l o n g e r o b s t r u c t i n g it. 

C o n s e q u e n t l y t h e last 16 years have seen t h e largest 

dec l ine in abso lu te p o v e r t y ever. F o r e c o n o m i c h is tor ians 

t h e years b e t w e e n 1 9 1 4 a n d 1 9 9 0 increas ingly l o o k like 

a t ragic d e t o u r o r d ivers ion f rom t h e p a t h o f d e v e l o p ­

m e n t . H o w e v e r , s o m e still see t h e process as undes i rab le , 

a n d m a n y eli te g r o u p s still frantically t ry t o c o n t r o l it i n 

t he i r o w n interests . dp 
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I n Socialism ( 1 9 2 2 ) , Liberalism ( 1 9 2 7 ) , a n d Critique of 

Interventionism ( 1 9 2 9 ) , t h e task L u d w i g v o n Mise s set 

for h i m s e l f was t o offer a radical ly different v i s ion o f 

m a n i n soc i e ty f r o m t h a t p r e s e n t e d b y t h e socialists, 

na t iona l i s t s , a n d i n t e r v e n t i o n i s t s . I n p l ace o f t h e i r s t a r t ­

i n g p r e m i s e o f i ne scapab l e conf l ic ts a m o n g m e n in t e r m s 

o f " soc ia l class," n a t i o n a l i t y a n d race , o r n a r r o w g r o u p 

in te res t , M i s e s ins i s ted t h a t r e a s o n a n d 

e x p e r i e n c e d e m o n s t r a t e d t h a t all m e n 

c o u l d associa te in p e a c e for t h e i r m u t u a l 

m a t e r i a l a n d cu l t u r a l b e t t e r m e n t . T h e key 

t o this was a n u n d e r s t a n d i n g a n d a p p r e c i ­

a t i o n o f t h e benef i t s o f a d iv i s ion o f l abor . 

T h r o u g h s p e c i a l i z a t i o n a n d t r a d e t h e 

h u m a n race has t h e capac i ty t o lift i tself 

u p f r o m b o t h p o v e r t y a n d war . 

M e n b e c o m e associates i n a c o m m o n 

p rocess o f social c o o p e r a t i o n , i n s t ead o f 

an t agon i s t s w i t h e a c h a t t e m p t i n g t o r u l e 

ove r a n d p l u n d e r t h e o t h e r s . I n d e e d , all 

t h a t w e m e a n b y m o d e r n c iv i l i za t ion , a n d 

t h e m a t e r i a l a n d cu l tu ra l c o m f o r t s a n d o p p o r t u n i t i e s 

t h a t it offers m a n , is d u e t o t h e h i g h l y p r o d u c t i v e b e n e ­

fits a n d a d v a n t a g e s m a d e poss ib le b y a d iv i s ion o f labor . 

M e n c o l l a b o r a t e d in t h e a r ena o f c o m p e t i t i v e m a r k e t 

e x c h a n g e . 

T h e c o n f u s i o n , M i s e s p o i n t e d o u t , is t h e fai lure t o 

v i e w this c o o p e r a t i v e social p rocess f r o m a l o n g e r - r u n 

p e r s p e c t i v e t h a n t h e c h a n g i n g c i r c u m s t a n c e s o f e v e r y d a y 

life. I n t h e r ival r ies o f t h e m a r k e t , t h e r e are always s o m e 

w h o e a r n profi ts a n d o t h e r s w h o suffer losses in t h e 

i n t e r a c t i v e a n d c o m p e t i t i v e p rocesses o f s u p p l y a n d 

d e m a n d . B u t w h a t n e e d s t o b e u n d e r s t o o d is t h a t t he se 

c h a n g e s i n t h e s h o r t - r u n f o r t u n e s o f v a r i o u s pa r t i c i pan t s 

i n t h e d iv i s ion o f l a b o r are t h e m e t h o d t h r o u g h w h i c h 

e a c h p a r t i c i p a n t is i n f o r m e d a n d n u d g e d i n t o e i t h e r 

d o i n g m o r e o f s o m e th ings o r less o f o t h e r s . T h i s process 

b r i n g s a b o u t t h e necessa ry a d j u s t m e n t o f society 's p r o ­

d u c t i v e act ivi t ies i n o r d e r t o assure tha t t h e y t e n d to 

m a t c h a n d reflect t h e m a r k e t p a t t e r n o f c o n s u m e r 

d e m a n d . 1 

O f c o u r s e , po l i t i ca l force can b e subs t i ­

t u t e d for t h e " r e w a r d " o f profits a n d t h e 

" p u n i s h m e n t " o f losses. H o w e v e r , t h e costs 

o f this s u b s t i t u t i o n are e x t r e m e l y h i g h , 

Mise s a r g u e d . First , m e n are less m o t i v a t e d 

t o app ly t hemse lves w i t h i n t e l l i gence a n d 

i n d u s t r y w h e n fo rced t o w o r k u n d e r t h e 

lash o f s e r v i t u d e a n d c o m p u l s i o n , a n d t h u s 

soc ie ty loses w h a t t h e i r free efforts a n d 

i n v e n t i o n m i g h t have p r o d u c e d . 2 S e c o n d , 

m e n are fo rced to c o n f o r m to t h e values 

a n d goals o f t h o s e in c o m m a n d , a n d t h u s 

t h e y lose t h e l i be r ty o f p u r s u i n g t he i r o w n 

p u r p o s e s , w i t h n o c e r t a i n t y tha t t h o s e 

w h o r u l e t h e m k n o w b e t t e r w h a t m a y give t h e m h a p p i ­

ness a n d m e a n i n g in life. 

A n d , th i rd , socialist c en t r a l p l a n n i n g a n d pol i t ica l 

i n t e r v e n t i o n in t h e m a r k e t , respectively, abo l i sh o r d i s ­

t o r t t h e f u n c t i o n i n g o f social c o o p e r a t i o n . A sus ta ined 

a n d e x t e n d e d s y s t e m o f s p e c i a l i z a t i o n for m u t u a l 

i m p r o v e m e n t is o n l y poss ib le u n d e r a u n i q u e set o f 

social a n d e c o n o m i c in s t i t u t ions . W i t h o u t p r iva t e o w n ­

e r sh ip in t h e m e a n s o f p r o d u c t i o n , t h e c o o r d i n a t i o n o f 

m u l t i t u d e s o f i n d i v i d u a l act ivi t ies i n t h e d iv i s ion o f l a b o r 
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is imposs ib l e . I n d e e d , Mises 's analysis o f t h e " i m p o s s i b i l ­

i t y " o f a socialist o r d e r b e i n g able t o m a t c h t h e eff ic ien­

cy a n d p r o d u c t i v i t y o f a f r e e - m a r k e t e c o n o m y was t h e 

basis for his i n t e r n a t i o n a l s t a tu re a n d r e p u t a t i o n as o n e 

o f t h e m o s t o r i g i n a l e c o n o m i s t s o f his t i m e , a n d was t h e 

c e n t e r p i e c e o f his b o o k Socialism.5 

P r i v a t e o w n e r s h i p a n d c o m p e t i t i v e m a r k e t e x c h a n g e 

e n a b l e t h e f o r m a t i o n o f p r i c e s for b o t h c o n s u m e r g o o d s 

a n d t h e fac tors o f p r o d u c t i o n , exp re s sed i n t h e c o m m o n 

d e n o m i n a t o r o f a m e d i u m o f e x c h a n g e — m o n e y . O n 

t h e basis o f t h e s e m o n e y p r i c e s , e n t r e p r e n e u r s c a n 

e n g a g e in e c o n o m i c c a l c u l a t i o n t o d e t e r m i n e t h e r e l a ­

t ive costs a n d prof i tab i l i ty o f a l t e rna t ive l ines o f p r o d u c ­

t i o n . W i t h o u t t h e s e m a r k e t - g e n e r a t e d 

p r i c e s , t h e r e w o u l d b e n o r a t i o n a l w a y 

t o a l loca te r e sou rce s a m o n g t h e i r c o m ­

p e t i n g uses t o assure t h a t t h o s e g o o d s 

m o s t h i g h l y v a l u e d b y t h e b u y i n g 

p u b l i c w e r e p r o d u c e d i n t h e least c o s t ­

ly a n d t h e r e f o r e m o s t e c o n o m i c a l 

m a n n e r . E c o n o m i c ca l cu l a t i on , M i s e s 

d e m o n s t r a t e d , g u a r a n t e e s t h a t t h e 

scarce m e a n s available bes t se rve t h e 

m e m b e r s o f society. 

S u c h r a t i ona l i t y in t h e use o f m e a n s 

t o satisfy e n d s is i m p o s s i b l e i n a c o m ­

p r e h e n s i v e s y s t e m o f socialist c e n t r a l 

p l a n n i n g . H o w , M i s e s asked, wi l l t h e 

socialist p l a n n e r s k n o w t h e bes t uses 

for w h i c h t h e fac tors o f p r o d u c t i o n 

u n d e r t h e i r c e n t r a l c o n t r o l s h o u l d b e 

a p p l i e d w i t h o u t s u c h m a r k e t - g e n e r a t ­

e d p r ices? W i t h o u t p r i v a t e o w n e r s h i p 

o f t h e m e a n s o f p r o d u c t i o n t h e r e w o u l d b e n o t h i n g 

(legally) t o b u y a n d sell. W i t h o u t t h e abi l i ty t o b u y a n d 

sell, t h e r e w i l l b e n o b ids a n d offers, a n d t h e r e f o r e n o 

h a g g l i n g o v e r t e r m s o f t r a d e a m o n g c o m p e t i n g b u y e r s 

a n d sellers. W i t h o u t t h e h a g g l i n g o f m a r k e t c o m p e t i t i o n 

t h e r e w o u l d , o f c o u r s e , b e n o a g r e e d - o n t e r m s o f 

e x c h a n g e . W i t h o u t a g r e e d - o n t e r m s o f e x c h a n g e , t h e r e 

are n o m a r k e t p r i c e s . A n d w i t h o u t m a r k e t p r i c e s , h o w 

wi l l t h e c e n t r a l p l a n n e r s k n o w t h e o p p o r t u n i t y costs a n d 

t h e r e f o r e t h e m o s t h i g h l y v a l u e d uses for w h i c h t h o s e 

r e sou rce s c o u l d o r s h o u l d b e app l i ed? W i t h t h e a b o l i t i o n 

o f p r i v a t e p r o p e r t y , a n d t h e r e f o r e m a r k e t e x c h a n g e a n d 

Private ownership 
and competitive mar­
ket exchange enable 
the formation of 
prices for both con­
sumer goods and the 
factors of production, 
expressed in the 
common denomina­
tor of a medium of 
exchange—money. 

p r i c e s , t h e c e n t r a l p l a n n e r s w o u l d l ack t h e neces sa ry 

i n s t i t u t i o n a l a n d i n f o r m a t i o n a l too l s t o d e t e r m i n e w h a t 

t o p r o d u c e a n d h o w , in o r d e r t o m i n i m i z e w a s t e a n d 

ineff iciency. 

Mises Challenged 

Socialists a n d m a n y nonsoc ia l i s t e c o n o m i s t s c l a i m e d 

ove r t h e d e c a d e s t h a t M i s e s was w r o n g w h e n h e said 

t h a t soc ia l i sm was " i m p o s s i b l e . " T h e y p o i n t e d t o t h e 

Sov ie t U n i o n a n d said it ex i s t ed a n d o p e r a t e d . H o w e v ­

er, i n n u m e r o u s p laces in his v a r i o u s w r i t i n g s , b e g i n n i n g 

f r o m t h e ear ly 1920s , M i s e s ins i s ted t h a t h e was n o t say­

i n g t h a t a socialist s y s t e m c o u l d n o t exist . O f c o u r s e , 

t h e fac tors o f p r o d u c t i o n c o u l d b e 

n a t i o n a l i z e d a n d a c e n t r a l p l a n n i n g 

a g e n c y c o u l d b e d e l e g a t e d t h e 

r e spons ib i l i ty t o d i r ec t all t h e p r o d u c ­

t i o n act ivi t ies o f t h e society. 

B u t a n y s u p p o s e d r a t i o n a l i t y 

a n d s e e m i n g d e g r e e o f e f f i c iency 

o b s e r v e d in t h e w o r k i n g s o f t h e S o v i ­

et a n d s imi lar socialist e c o n o m i e s was 

d u e t o t h e fact t h a t s u c h socialist p l a n ­

n i n g sys tems ex i s t ed in a w o r l d in 

w h i c h t h e r e w e r e still f u n c t i o n i n g 

m a r k e t soc ie t ies . T h e ex i s t i ng m a r k e t 

e c o n o m i e s p r o v i d e d v a r i o u s " s h a d o w 

p r i c e s " t h a t t h e soc ia l i s t p l a n n e r s 

c o u l d t r y t o u se as p rox ie s a n d b e n c h ­

m a r k s for e v a l u a t i n g t h e i r o w n a l l o ­

c a t i o n a n d p r o d u c t i o n d e c i s i o n s . 

H o w e v e r , s ince t h e ac tua l e c o n o m i c 

c i r c u m s t a n c e s in s u c h a socialist e c o n ­

o m y w o u l d n e v e r b e a n e x a c t d u p l i c a t e o f t h e c o n d i ­

t i o n s i n t h e n e i g h b o r i n g m a r k e t s o c i e t i e s — r e s o u r c e 

availabil i t ies, l a b o r skills, t h e q u a n t i t y a n d qual i t ies o f 

capi ta l e q u i p m e n t , t h e fer t i l i ty a n d v a r i e t y o f l and , t h e 

p a t t e r n s o f c o n s u m e r d e m a n d — s u c h p r o x y p r i c e s c o u l d 

n e v e r c o m p l e t e l y " s o l v e " t h e e c o n o m i c c a l c u l a t i o n 

p r o b l e m for t h e socialist p l a n n e r s in p laces l ike t h e S o v i ­

et U n i o n . 4 

T h e r e f o r e , M i s e s d e c l a r e d i n 1 9 3 1 , " F r o m t h e s t a n d ­

p o i n t o f b o t h po l i t i cs a n d h is tory , this p r o o f [of t h e 

' imposs ib i l i t y ' o f socialist p l a n n i n g ] is c e r t a i n l y t h e m o s t 

i m p o r t a n t d i s c o v e r y b y e c o n o m i c t h e o r y . . . . It a l o n e 
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wi l l e n a b l e fu tu re h i s t o r i a n s t o u n d e r s t a n d h o w it c a m e 

a b o u t t h a t t h e v i c t o r y o f t h e socialist m o v e m e n t d i d n o t 

l e ad t o t h e c r e a t i o n o f t h e socialist o r d e r o f socie ty ." 5 

A t t h e s a m e t i m e , Mise s d e m o n s t r a t e d t h e i n h e r e n t 

i n c o n s i s t e n c i e s i n a n y sys t em o f p i e c e m e a l po l i t i ca l 

i n t e r v e n t i o n in t h e m a r k e t e c o n o m y . P r i c e c o n t r o l s a n d 

p r o d u c t i o n r e s t r i c t i ons o n e n t r e p r e n e u r i a l d e c i s i o n ­

m a k i n g b r i n g a b o u t d i s t o r t i o n s a n d i m b a l a n c e s in t h e 

r e l a t ionsh ips o f s u p p l y a n d d e m a n d , as we l l as cons t r a in t s 

o n t h e m o s t efficient u se o f r e sou rces in t h e se rv i ce o f 

c o n s u m e r s . T h e po l i t i ca l i n t e r v e n e r is left w i t h t h e 

c h o i c e o f e i t h e r i n t r o d u c i n g n e w c o n t r o l s a n d r e g u l a ­

t i o n s in an a t t e m p t t o c o m p e n s a t e for t h e d i s t o r t i o n s a n d 

i m b a l a n c e s t h e p r i o r i n t e r v e n t i o n s have caused , o r 

r e p e a l i n g t h e i n t e r v e n t i o n i s t con t ro l s a n d r e g u l a t i o n s 

a l ready in p l ace a n d a l l o w i n g t h e m a r ­

ke t o n c e aga in t o b e free a n d c o m p e t ­

i t ive. T h e p a t h o f o n e set o f p i e c e m e a l 

i n t e r v e n t i o n s f o l l o w e d b y a n o t h e r 

entai ls a l og i c o f t h e g r o w t h o f g o v ­

e r n m e n t t h a t even tua l l y w o u l d resul t 

i n t h e e n t i r e e c o n o m y c o m i n g u n d e r 

s tate m a n a g e m e n t . H e n c e , i n t e r v e n ­

t i o n i s m c o n s i s t e n t l y a p p l i e d c o u l d 

l ead t o soc ia l i sm o n a n i n c r e m e n t a l 

bas is . 6 

T h e m o s t p e r n i c i o u s f o r m o f g o v ­

e r n m e n t i n t e r v e n t i o n , i n Mises 's v iew, 

was po l i t i ca l c o n t r o l a n d m a n i p u l a t i o n 

o f t h e m o n e t a r y sys t em. C o n t r a r y t o 

b o t h t h e M a r x i s t s a n d t h e K e y n e s i a n s , 

M i s e s d i d n o t c o n s i d e r t h e f luc tua t ions e x p e r i e n c e d ove r 

t h e bus iness cyc le t o b e an i n h e r e n t a n d ine scapab le p a r t 

o f t h e f r e e - m a r k e t e c o n o m y . Waves o f inf la t ions a n d 

dep re s s ions w e r e t h e p r o d u c t o f po l i t i ca l i n t e r v e n t i o n in 

m o n e y a n d b a n k i n g . A n d this i n c l u d e d t h e G r e a t 

D e p r e s s i o n o f t h e 1930s , M i s e s a r g u e d . 

Monetary Manipulation 

Un d e r v a r i o u s po l i t i ca l a n d i d e o l o g i c a l pressures , 

g o v e r n m e n t s h a d m o n o p o l i z e d c o n t r o l ove r t h e 

m o n e t a r y sys t em. T h e y u s e d t h e abi l i ty t o c rea te m o n e y 

o u t o f t h i n air t h r o u g h t h e p r i n t i n g press o r o n t h e 

l e d g e r b o o k s o f t h e b a n k s t o f inance g o v e r n m e n t deficits 

a n d t o artificially l o w e r in te res t rates t o s t imu la t e u n s u s -

There is no 
alternative to a 
thoroughgoing 
unhampered free-
market economy, 
including a market 
based monetary 
system such as the 
gold standard. 

t a inab le i n v e s t m e n t b o o m s . S u c h m o n e t a r y e x p a n s i o n s 

always t e n d e d t o d i s to r t m a r k e t p r i ces r e su l t ing in m i s ­

d i r e c t i o n o f r e sources , i n c l u d i n g labor , a n d ma l inves t -

m e n t o f capi ta l . T h e in f la t ionary u p s w i n g caused by a n 

artificial e x p a n s i o n o f m o n e y a n d b a n k c red i t sets t h e 

stage for an e v e n t u a l e c o n o m i c d o w n t u r n . B y d i s t o r t i n g 

t h e ra te o f in te res t , t h e m a r k e t p r i c e for b o r r o w i n g a n d 

l e n d i n g , t h e m o n e t a r y a u t h o r i t y t h r o w s savings a n d 

i n v e s t m e n t o u t o f b a l a n c e , w i t h t h e n e e d for an 

inev i t ab l e c o r r e c t i o n . T h e " d e p r e s s i o n " o r " r e c e s s i o n " 

p h a s e o f t h e bus iness cyc le o c c u r s w h e n t h e m o n e t a r y 

a u t h o r i t y e i t h e r s lows d o w n s o r s tops any fu r the r 

increases in t h e m o n e y supply. T h e i m b a l a n c e s a n d d i s ­

t o r t i o n s b e c o m e visible, w i t h s o m e i n v e s t m e n t pro jec ts 

h a v i n g t o b e w r i t t e n d o w n o r w r i t t e n off as losses, w i t h 

r e a l l o c a t i o n s o f l a b o r a n d o t h e r 

r e sources t o a l t e rna t ive , m o r e prof i table 

e m p l o y m e n t s , a n d s o m e t i m e s signif i­

can t a d j u s t m e n t s a n d dec l ines in w a g e s 

a n d p r i ce s t o b r i n g s u p p l y a n d d e m a n d 

b a c k i n t o p r o p e r o r d e r . 7 

T h e K e y n e s i a n r e v o l u t i o n o f t h e 

1930s , a n d w h i c h t h e n d o m i n a t e d e c o ­

n o m i c p o l i c y discussions for decades 

f o l l o w i n g W o r l d W a r II , was ba sed o n a 

f u n d a m e n t a l m i s c o n c e p t i o n o f h o w t h e 

m a r k e t e c o n o m y w o r k e d , in Mises 's 

v iew. W h a t K e y n e s cal led " a g g r e g a t e 

d e m a n d fa i lures" t o exp l a in t h e reason 

for h i g h a n d p r o l o n g e d u n e m p l o y m e n t 

d i s t r ac ted a t t e n t i o n away f rom t h e real 

s o u r c e o f less - than- fu l l e m p l o y m e n t : t h e failure o f p r o ­

d u c e r s a n d w o r k e r s o n t h e " s u p p l y s i d e " o f t h e m a r k e t 

t o p r i c e t h e i r p r o d u c t s a n d l a b o r services at levels tha t 

p o t e n t i a l d e m a n d e r s w o u l d b e w i l l i n g t o pay. U n e m ­

p l o y m e n t a n d idle r e sources c o n s t i t u t e a p r i c i n g p r o b ­

l e m , n o t a d e m a n d - m a n a g e m e n t p r o b l e m . M i s e s 

c o n s i d e r e d K e y n e s i a n e c o n o m i c s basically t o b e n o t h i n g 

m o r e t h a n a r a t i ona l e for spec ia l - in te res t g r o u p s , s u c h as 

t r ade u n i o n s , tha t d i d n ' t w a n t t o adap t t o t h e real i ty o f 

supp ly a n d d e m a n d a n d o f w h a t t h e m a r k e t v i e w e d as 

t h e i r real w o r t h . 8 

T h u s Mises 's c o n c l u s i o n f rom his analysis o f socia l ism 

a n d i n t e r v e n t i o n i s m , i n c l u d i n g m o n e t a r y m a n i p u l a t i o n , 

was t h a t t h e r e is n o a l t e rna t ive t o a t h o r o u g h g o i n g 
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u n h a m p e r e d f r e e - m a r k e t e c o n o m y , i n c l u d i n g a m a r k e t -

ba sed m o n e t a r y s y s t e m s u c h as t h e g o l d s t a n d a r d . 9 B o t h 

soc ia l i sm a n d i n t e r v e n t i o n i s m are, respect ively, u n w o r k ­

able a n d u n s t a b l e subs t i tu tes for cap i ta l i sm. T h e classical 

l ibera l de f ends p r i v a t e p r o p e r t y a n d t h e f r e e - m a r k e t 

e c o n o m y , h e ins is ted, p rec i se ly b e c a u s e it is t h e o n l y sys­

t e m o f social c o o p e r a t i o n t h a t p r o v i d e s w i d e l a t i t u d e for 

f r e e d o m a n d p e r s o n a l c h o i c e t o all m e m b e r s o f society, 

w h i l e g e n e r a t i n g t h e i n s t i t u t i o n a l m e a n s for c o o r d i n a t ­

i n g t h e ac t i ons o f b i l l ions o f p e o p l e in t h e m o s t e c o ­

n o m i c a l l y r a t i o n a l m a n n e r . 

Classical Liberalism, Freedom, and Democracy 

Mises's de fense o f classical l ibe ra l i sm against t h e s e 

v a r i o u s f o r m s o f co l l ec t iv i sm, h o w e v e r , was n o t 

l i m i t e d " m e r e l y " t o t h e e c o n o m i c benef i t s f r o m p r i v a t e 

p r o p e r t y . P r o p e r t y also p r o v i d e s m a n 

w i t h t h a t m o s t va luab le a n d c h e r i s h e d 

object—-freedom. P r o p e r t y g ives t h e 

i n d i v i d u a l a n a rena o f a u t o n o m y i n 

w h i c h h e m a y cu l t iva te a n d live o u t his 

o w n c o n c e p t i o n o f t h e g o o d a n d 

m e a n i n g f u l life. It also p r o t e c t s h i m 

f r o m d e p e n d e n c y o n t h e state for his 

e x i s t e n c e ; t h r o u g h his o w n efforts a n d 

v o l u n t a r y e x c h a n g e w i t h o t h e r free 

m e n , h e is n o t b e h o l d e n t o a n y 

a b s o l u t e po l i t i ca l a u t h o r i t y t h a t w o u l d 

d i c t a t e t h e c o n d i t i o n s o f his life. F r e e ­

d o m a n d p r o p e r t y , i f t h e y are t o b e 

secu re , r e q u i r e peace. V i o l e n c e a n d f raud 

m u s t b e o u t l a w e d if e a c h m a n is t o t ake full a d v a n t a g e 

o f w h a t his in te res t s a n d ta len ts sugges t w o u l d b e t h e 

m o s t p rof i t ab le a v e n u e s t o a c h i e v e his goals i n c o n s e n ­

sual a s soc ia t ion w i t h o t h e r s . 

T h e classical- l iberal idea l also e m p h a s i z e s t h e i m p o r ­

t a n c e o f equality before the law, M i s e s e x p l a i n e d . O n l y 

w h e n po l i t i ca l p r i v i l e g e a n d favor i t i sm are e l i m i n a t e d 

can e a c h m a n h a v e t h e l a t i t u d e t o use his o w n k n o w l ­

e d g e a n d ta lents i n ways t h a t bene f i t h i m s e l f a n d also 

r e b o u n d , t h r o u g h t h e v o l u n t a r y t r ansac t ions o f t h e m a r ­

ke t , t o t h e b e t t e r m e n t o f soc i e ty as a w h o l e . T h i s m e a n s , 

at t h e s a m e t i m e , t h a t a l ibera l soc i e ty is o n e t h a t accep t s 

t h a t inequality of income and wealth is i n sepa rab l e f r o m 

i n d i v i d u a l f r e e d o m . G i v e n t h e d ivers i ty o f m e n ' s n a t u r a l 

Mises's defense of 
classical liberalism 
against these various 
forms of collectivism 
was not limited 
"merely" to the 
economic benefits 
from private property 

a n d a c q u i r e d abil i t ies a n d vo l i t i ona l i n c l i n a t i o n s , t h e 

r ewa rds e a r n e d b y p e o p l e in t h e m a r k e t p l a c e wi l l 

i nev i t ab ly b e u n e v e n . N o r can it b e o t h e r w i s e if w e are 

n o t t o d i m i n i s h o r e v e n suffocate t h e i ncen t i ve s t h a t 

m o v e m e n t o app ly t h e m s e l v e s in c rea t ive a n d p r o d u c ­

t ive ways . 

T h e ro le o f g o v e r n m e n t , t he re fo re , i n t h e classical-

l ibera l soc i e ty is t o r e spec t a n d p r o t e c t e a c h ind iv idua l ' s 

r i g h t t o his life, l iber ty , a n d p r o p e r t y . T h e s igni f icance o f 

democracy, i n Mises ' s v iew, is n o t t h a t ma jo r i t i e s are always 

r i g h t o r s h o u l d b e u n r e s t r a i n e d in w h a t t h e y m a y d o t o 

m i n o r i t i e s t h r o u g h t h e use o f po l i t i ca l p o w e r . E l e c t e d 

a n d r ep re sen t a t i ve g o v e r n m e n t is a m e a n s o f c h a n g i n g 

w h o h o l d s po l i t i ca l office w i t h o u t r e so r t t o r e v o l u t i o n 

o r civil war . It is a n i n s t i t u t i o n a l d e v i c e for m a i n t a i n i n g 

social p e a c e . It was c lear t o M i s e s f r o m t h e e x p e r i e n c e o f 

c o m m u n i s m a n d fascism, as w e l l as 

f r o m t h e m a n y t y r a n n i e s o f t h e past , 

t h a t w i t h o u t d e m o c r a c y t h e q u e s t i o n s 

o f w h o shall ru l e , for h o w l o n g , a n d 

for w h a t p u r p o s e w o u l d b e r e d u c e d 

to b r u t e force a n d d i c t a to r i a l p o w e r . 

R e a s o n a n d p e r s u a s i o n s h o u l d b e t h e 

m e t h o d s t h a t m e n use in t h e i r d e a l ­

ings w i t h o n e a n o t h e r — b o t h in t h e 

m a r k e t p l a c e a n d t h e social a n d p o l i t i ­

cal a r e n a s — a n d n o t t h e b u l l e t a n d t h e 

b a y o n e t . 1 " 

I n his b o o k o n classical l ibe ra l i sm 

M i s e s b e m o a n e d t h e fact t h a t p e o p l e 

are all t o o w i l l i n g t o r e so r t t o s tate 

p o w e r t o i m p o s e t h e i r v i e w s o f p e r s o n a l c o n d u c t a n d 

m o r a l i t y w h e n e v e r t h e i r f e l low h u m a n b e i n g s v e e r f r o m 

t h e i r o w n c o n c e p t i o n o f t h e " g o o d , " t h e " v i r t u o u s " a n d 

t h e " r i g h t . " H e despa i r ed , " T h e p r o p e n s i t y o f o u r c o n ­

t e m p o r a r i e s t o d e m a n d a u t h o r i t a r i a n p r o h i b i t i o n as 

s o o n as s o m e t h i n g d o e s n o t p lease t h e m . . . s h o w s h o w 

d e e p l y i n g r a i n e d t h e spi r i t o f servi l i ty still r e m a i n s i n 

t h e m . . . . A free m a n m u s t b e able t o e n d u r e it w h e n his 

fe l low m e n act a n d live o t h e r w i s e t h a n h e c o n s i d e r s 

p r o p e r . H e m u s t free h i m s e l f f r o m t h e hab i t , j u s t as s o o n 

as s o m e t h i n g d o e s n o t p lease h i m , o f ca l l ing for t h e 

p o l i c e . " 1 1 

W h a t , t h e n , s h o u l d g u i d e socia l p o l i c y in d e t e r m i n ­

i n g t h e l imi ts o f g o v e r n m e n t ac t i on? M i s e s was a u t i l i -
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t a r i a n w h o a r g u e d t h a t laws a n d i n s t i t u t i ons s h o u l d b e 

j u d g e d b y t h e s t a n d a r d o f w h e t h e r a n d to w h a t e x t e n t 

t h e y f u r t h e r t h e goa l o f peace fu l social c o o p e r a t i o n . 

S o c i e t y is t h e m o s t i m p o r t a n t m e a n s t h r o u g h w h i c h 

m e n are able t o p u r s u e t h e e n d s t h a t g ive m e a n i n g t o 

t h e i r lives. B u t M i s e s was n o t w h a t has b e c o m e k n o w n 

i n p h i l o s o p h i c a l d i scuss ion as a n act-utilitarian; t h a t is, o n e 

w h o be l i eves t h a t a c o u r s e o f a c t i o n o r a p o l i c y is t o b e 

d e t e r m i n e d o n a n ad h o c , c a s e - b y - c a s e basis. R a t h e r , h e 

was a rule-utilitarian, o n e w h o be l ieves t h a t a n y p a r t i c u ­

lar c o u r s e o f a c t i o n o r p o l i c y m u s t b e eva lua t ed in t e r m s 

o f its c o n s i s t e n c y w i t h g e n e r a l ru les o f p e r s o n a l a n d 

social c o n d u c t t h a t r e a s o n a n d e x p e r i e n c e have a c c u m u ­

l a t ed as g u i d e s t o c o n d u c t . A n y ac t ion ' s l o n g - r u n c o n s e ­

q u e n c e s m u s t b e t a k e n i n t o c o n s i d e r a t i o n i n t e r m s o f its 

c o n s i s t e n c y w i t h a n d r e l a t i onsh ip t o 

t h e p r e s e r v a t i o n o f t h e i n s t i t u t i o n s 

essent ia l for successful social i n t e r a c ­

t i o n . 1 2 T h i s is t h e m e a n i n g o f t h e 

p h r a s e M i s e s o f t en used : t h e " r i g h t l y 

u n d e r s t o o d l o n g - r u n i n t e r e s t s " o f t h e 

m e m b e r s o f soc ie ty . 1 3 

T h u s his de fense o f d e m o c r a c y a n d 

c o n s t i t u t i o n a l l imi t s o n t h e p o w e r s o f 

g o v e r n m e n t was b a s e d o n t h e r e a s o n e d 

j u d g m e n t t h a t h i s t o r y has d e m o n s t r a t ­

e d far t o o m a n y t i m e s t h a t t h e r e so r t t o 

n o n d e m o c r a t i c a n d " e x t r a - c o n s t i t u ­

t i o n a l " m e a n s has l ed t o v i o l e n c e , 

r ep re s s ion , a b r o g a t i o n o f civil a n d e c o ­

n o m i c l ibe r t i e s , a n d a b r e a k d o w n o f r e spec t for l aw a n d 

t h e legal o rde r , w h i c h des t roys t h e l o n g - r u n stabil i ty o f 

society. T h e a p p a r e n t gains a n d benef i t s f r o m " s t r o n g 

m e n " a n d " e m e r g e n c y m e a s u r e s " i n t i m e s o f s e e m i n g 

crisis h a v e always t e n d e d t o g e n e r a t e costs a n d losses o f 

l i b e r t y a n d p r o s p e r i t y in t h e l o n g e r r u n t h a t m o r e t h a n 

e x c e e d t h e s u p p o s e d " s h o r t - r u n " stability, o rde r , a n d 

s e c u r i t y p r o m i s e d b y s u c h m e t h o d s . 

Classical Liberalism and International Peace 

Th e benef i t s f r o m social c o o p e r a t i o n t h r o u g h a m a r ­

k e t - b a s e d d iv i s ion o f labor , M i s e s a r g u e d , are n o t 

l i m i t e d t o a c o u n t r y ' s b o r d e r s . T h e gains f r o m t r a d e 

t h r o u g h spec ia l i za t ion e x t e n d t o all c o r n e r s o f t h e g l o b e . 

H e n c e , t h e classical- l iberal idea l is i n h e r e n t l y cosmopoli-

Eliminate all 
restrictions on the 
free movement of 
goods, capital, and 
men, and most of the 
tensions that can lead 
to war will have 
been removed. 

tan. Aggress ive n a t i o n a l i s m , in Mises 's v iew, n o t o n l y 

t h r e a t e n s t o b r i n g d e a t h a n d d e s t r u c t i o n t h r o u g h w a r 

a n d c o n q u e s t , b u t it also den i e s all m e n t h e o p p o r t u n i t y 

t o bene f i t f rom p r o d u c t i v e i n t e r c o u r s e by i m p o s i n g 

t r ade b a r r i e r s a n d v a r i o u s o t h e r r e s t r i c t ions o n t h e free 

m o v e m e n t o f g o o d s , capi ta l , a n d p e o p l e f rom o n e c o u n ­

t r y t o a n o t h e r . P r o s p e r i t y a n d progress are artificially 

c o n s t r a i n e d w i t h i n n a t i o n a l b o u n d a r i e s . T h i s pe rve r se ly 

c a n c rea te t h e c o n d i t i o n s for w a r a n d c o n q u e s t as s o m e 

n a t i o n s c o n c l u d e t h a t t h e o n l y w a y t o o b t a i n t h e g o o d s 

a n d r e sources available in a n o t h e r c o u n t r y is t h r o u g h 

invas ion a n d v i o l e n c e . E l i m i n a t e all t r ade b a r r i e r s a n d 

re s t r i c t ions o n t h e free m o v e m e n t o f g o o d s , capi ta l , a n d 

m e n , a n d l imi t g o v e r n m e n t s t o t h e s e c u r i n g o f e a c h 

ind iv idua l ' s life, l iberty, a n d p rope r ty , a n d m o s t o f t h e 

m o t i v e s a n d t ens ions tha t c an lead t o 

w a r wi l l have b e e n r e m o v e d . 

Mises also sugges t ed tha t m a n y o f 

t h e bases for civil wa r s a n d e t h n i c v i o ­

l e n c e w o u l d b e r e m o v e d if t h e r i g h t o f 

s e l f - d e t e r m i n a t i o n w e r e r e c o g n i z e d in 

d e t e r m i n i n g t h e b o r d e r s b e t w e e n 

c o u n t r i e s . Mises t o o k grea t care t o 

exp l a in tha t b y " s e l f - d e t e r m i n a t i o n " 

h e d id n o t m e a n tha t all t h o s e b e l o n g ­

i n g t o a pa r t i cu l a r racial , e t h n i c , l i n ­

guis t ic , o r r e l ig ious g r o u p are t o b e 

fo rced i n t o t h e s a m e n a t i o n - s t a t e . H e 

clearly s ta ted tha t h e m e a n t t h e r i g h t 

o f i n d i v i d u a l s e l f - d e t e r m i n a t i o n 

t h r o u g h p leb isc i te . T h a t is, if t h e ind iv idua l s i n a t o w n o r 

r e g i o n o r d is t r ic t v o t e t o j o i n a n o t h e r n a t i o n , o r w i s h t o 

f o r m t h e i r o w n i n d e p e n d e n t c o u n t r y , t h e y s h o u l d have 

t h e f r e e d o m to d o so. 

T h e r e still m a y b e m i n o r i t i e s w i t h i n these t o w n s , 

r e g i o n s , o r d is t r ic ts , o f c o u r s e , t ha t w o u l d have p re f e r r ed 

t o r e m a i n p a r t o f t h e c o u n t r y t o w h i c h t h e y b e l o n g e d , 

o r w o u l d have p r e f e r r e d t o j o i n a different c o u n t r y . B u t 

h o w e v e r i m p e r f e c t s e l f - d e t e r m i n a t i o n m a y be , it w o u l d 

at least p o t e n t i a l l y r e d u c e a g o o d a m o u n t o f t h e e t h n i c , 

r e l ig ious , o r l inguis t ic t ens ions . T h e o n l y las t ing s o l u t i o n , 

Mise s said, is t h e r e d u c t i o n o f g o v e r n m e n t i n v o l v e m e n t 

t o t h o s e l i m i t e d classical- l iberal f unc t ions , so t h e state 

m a y n o t b e u s e d t o i m p o s e h a r m o r d i sadvan tage o n any 

i n d i v i d u a l o r g r o u p in soc ie ty for t h e benef i t o f o t h e r s . 1 4 
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Liberalism and the Social Good 

Finally, M i s e s also d i scussed t h e q u e s t i o n : for w h o s e 

bene f i t d o e s t h e classical l ibera l speak in soc ie ty? 

U n l i k e v i r t ua l ly all o t h e r po l i t i ca l a n d i d e o l o g i c a l m o v e ­

m e n t s , l ibe ra l i sm is a social p h i l o s o p h y o f t h e c o m m o n 

g o o d . B o t h at t h e t i m e w h e n M i s e s w r o t e m a n y o f his 

w o r k s a n d n o w , po l i t i ca l m o v e m e n t s a n d pa r t i e s o f t en 

r e so r t t o t h e r h e t o r i c o f t h e c o m m o n g o o d a n d t h e g e n ­

eral wel fare , b u t i n fact t h e i r goals are t o u se t h e p o w e r 

o f g o v e r n m e n t t o bene f i t s o m e g r o u p s at t h e e x p e n s e o f 

o t h e r s . 

G o v e r n m e n t r e g u l a t i o n s , r ed i s t r i bu t i ve wel fa re p r o ­

g r a m s , t r a d e r e s t r i c t i ons a n d subsid ies , t ax po l i c i e s , a n d 

m o n e t a r y m a n i p u l a t i o n are e m p l o y e d t o g r a n t prof i t a n d 

e m p l o y m e n t p r iv i l eges t o spec ia l - in t e re s t g r o u p s t h a t 

des i re p o s i t i o n s in soc i e ty t h e y are u n a b l e t o a t t a in o n 

t h e o p e n , c o m p e t i t i v e m a r k e t . C o r r u p t i o n , hypocr i sy , 

a n d d i s respec t for t h e law, as w e l l as a b r i d g m e n t s o n t h e 

f r e e d o m o f o t h e r s , na tu ra l l y follow. 

W h a t l ibe ra l i sm offers as a n idea l a n d as a goa l o f 

p u b l i c pol icy, M i s e s dec l a r ed , is a n e q u a l i t y o f i n d i v i d u a l 

r i gh t s for all u n d e r t h e r u l e o f law, w i t h p r iv i l eges a n d 

favors for n o n e . It speaks for a n d de fends t h e f r e e d o m o f 

e a c h i n d i v i d u a l a n d t h e r e f o r e is t h e v o i c e o f l i b e r t y for 

all. I t w a n t s e v e r y p e r s o n t o b e free t o app ly h i m s e l f i n 

t h e p u r s u i t o f his o w n goals a n d p u r p o s e s , so h e a n d o t h ­

ers c a n b e n e f i t f r o m his ta lents a n d abil i t ies t h r o u g h 

peace fu l m a r k e t t r an sac t i ons . Classical l i be ra l i sm w a n t s 

e l i m i n a t i o n o f g o v e r n m e n t i n t e r v e n t i o n i n h u m a n 

affairs so po l i t i ca l p o w e r is n o t abus ive ly a p p l i e d at t h e 

e x p e n s e o f a n y o n e in soc ie ty . ' 1 

M i s e s was n o t u n a w a r e o f t h e p o w e r o f s p e c i a l - i n t e r ­

e s t - g r o u p pol i t i cs a n d t h e difficulty o f o p p o s i n g t h e 

c o n c e n t r a t e d i n f l u e n c e o f s u c h g r o u p s i n t h e halls o f 

po l i t i ca l p o w e r . 1 6 B u t h e ins i s ted t h a t t h e u l t i m a t e p o w e r 

in soc i e ty res ides i n t h e p o w e r o f ideas . It is ideas t h a t 

m o v e m e n t o a c t i o n , t h a t m a k e t h e m b a r e t h e i r ches ts at 

b a r r i c a d e s , o r t h a t e m b o l d e n t h e m t o o p p o s e w r o n g -

h e a d e d po l i c i e s a n d resist e v e n t h e s t ronges t o f ve s t ed 

in te res t s . It is ideas t h a t h a v e a c h i e v e d all t h e v i c t o r i e s 

t h a t h a v e b e e n w o n b y f r e e d o m ove r t h e c e n t u r i e s . 

N e i t h e r po l i t i ca l d e c e p t i o n n o r i d e o l o g i c a l c o m p r o ­

m i s e c a n w i n l i b e r t y in t h e t w e n t y - f i r s t c e n t u r y . O n l y 

t h e p o w e r o f ideas , c lear ly s ta ted a n d f o r t h r i g h t l y p r e ­

s e n t e d , c an d o so. A n d t h a t is w h a t s tands o u t i n Mises 's 

b o o k s a n d m a k e s t h e m o n e o f t h e e n d u r i n g sources o f 

t h e case for f r e e d o m . 

W h e n M i s e s w r o t e m a n y o f his b o o k s i n t h e 1920s , 

1930s , a n d 1940s , c o m m u n i s m a n d fascism s e e m e d i r r e ­

sistible forces in t h e w o r l d . S i n c e t h e n , t h e i r i d e o l o g i c a l 

fire has b e e n e x t i n g u i s h e d i n t h e real i ty o f w h a t t h e y 

c r e a t e d a n d t h e u n w i l l i n g n e s s o f t ens o f m i l l i o n s t o live 

u n d e r t h e i r y o k e . N o n e t h e l e s s , m a n y o f t h e i r c r i t i c i sms 

o f t h e free m a r k e t c o n t i n u e t o se rve as t h e ra t iona les for 

t h e i n t r u s i o n s o f t h e i n t e r v e n t i o n i s t we l fa re state i n 

e v e r y c o r n e r o f soc ie ty . 1 7 A n d m a n y o f t h e c o n t e m p o ­

ra ry a r g u m e n t s agains t " g l o b a l i z a t i o n " o f t en r e s e m b l e 

t h e c r i t i c i sms l eve led agains t free m a r k e t s a n d free t r a d e 

b y E u r o p e a n na t iona l i s t s a n d socialists a h u n d r e d years 

a g o . 1 8 

Mises 's a r g u m e n t s for i n d i v i d u a l f r e e d o m a n d t h e 

m a r k e t e c o n o m y in t h e pages o f Socialism, Liberalism, Cri­

tique of Interventionism, Omnipotent Government, Bureaucra­

cy, Planned Chaos, Human Action, a n d m a n y o t h e r s 

c o n t i n u e t o r i n g t r u e a n d r e m a i n r e l evan t t o o u r o w n 

t i m e s . It is w h a t m a k e s his w o r k s as i m p o r t a n t n o w as 

w h e n h e w r o t e t h e m across t h e d e c a d e s o f t h e t w e n t i ­

e t h c e n t u r y . 
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Omnipotent Government (1944) 
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Rev iewed by R icha rd M . Ebel ing 

I ' n his i n a u g u r a l address in J a n u a r y 

1 9 4 9 , P r e s i d e n t H a r r y S . T r u m a n 

m a d e t h e case for fo re ign a id t o 

u n d e r d e v e l o p e d c o u n t r i e s . T h i s 

b e c a m e k n o w n as t h e " P o i n t F o u r " 

p r o g r a m . H e a r g u e d t h a t t h o s e 

n a t i o n s c o u l d n o t e scape p o v e r t y 

a n d t h e t h r e a t o f c o m m u n i s m 

unless t h e W e s t a n d , par t icu lar ly , t h e 

U n i t e d States u n d e r t o o k a n e x p e n s i v e p r o g r a m o f f i n a n ­

cial assis tance for capi ta l i n v e s t m e n t t o g o v e r n m e n t s in 

L a t i n A m e r i c a , Asia, a n d Afr ica . 

I n 1 9 5 0 F E E p u b l i s h e d a m o n o g r a p h b y f r e e - m a r k e t 

j o u r n a l i s t H e n r y H a z l i t t t i t l ed Illusions of Point Four. H e 

a r g u e d , " W e are m u c h m o r e l ikely t o s t r e n g t h e n t h e f a b ­

r i c o f w o r l d p e a c e b y l e t t i n g p r i v a t e capi ta l g o t o t h o s e 

r e g i o n s t h a t have bu i l t u p t h e c o n f i d e n c e o f fo re ign 

inves tors b y r e s p e c t i n g t h e i r c o n t r a c t s , b y r e s p e c t i n g t h e 

legal r i gh t s o f p e r s o n s a n d p r i v a t e p r o p e r t y , b y c r e a t i n g 

a n a t m o s p h e r e o f i n t e r n a l p e a c e a n d o rde r , a n d b y 

re f ra in ing f r o m soc ia l i za t ion , n a t i o n a l i z a t i o n , m i l i t a r i z a ­

t i o n , a n d all t h e o t h e r t o t a l i t a r i an s y m p t o m s t h a t g o w i t h 

e x t e r n a l aggress iveness ." 

To m a k e it a t t rac t ive for p r i v a t e - s e c t o r fo re ign inves t ­

m e n t , H a z l i t t s ta ted , " T h e real r e f o r m s m u s t c o m e f r o m 

w i t h i n e a c h c o u n t r y . . . . E a c h w o u l d - b e b o r r o w i n g 

c o u n t r y m u s t m a k e i tself c r e d i t - w o r t h y . It m u s t insp i re 

o r r ega in t h e c o n f i d e n c e of t h e p r i v a t e fo re ign inves tor . 

It c an d o this o n l y b y a d o p t i n g o r r e s t o r i n g a t r u l y l i b ­

eral e c o n o m i c p o l i c y " o f free m a r k e t s , r u l e o f law, free 

t r ade , a n d l i m i t e d g o v e r n m e n t . 

F o r m o r e t h a n ha l f a c e n t u r y , t h e U . S . a n d E u r o p e a n 

g o v e r n m e n t s , a n d t h e i n t e r n a t i o n a l o r g a n i z a t i o n s t h e y 

d o m i n a t e , i n c l u d i n g t h e I M F a n d t h e W o r l d B a n k , h a v e 

c h o s e n t h e p a t h o f i n t e r n a t i o n a l r e d i s t r i b u t i o n o f w e a l t h 

t h r o u g h pol i t i ca l ly f u n d e d fo re ign aid. T h e resul t has 

b e e n o n e disaster after a n o t h e r . 

A f e w vo ices w e r e ra ised i n de fense o f m a r k e t s o l u ­

t i ons t o g loba l pover ty , especia l ly t h a t o f t h e la te P e t e r 

B a u e r . B u t t h e g e n e r a l p r e s u m p t i o n ove r m o r e t h a n five 

d e c a d e s has b e e n t h a t o n l y g o v e r n m e n t s c a n g u i d e 

h u m a n i t y t o p rosper i ty . O n e r e c e n t a n d ins ight fu l v o i c e 

o n t h e n e g a t i v e effects o f g o v e r n m e n t - t o - g o v e r n m e n t 

a id has b e e n W i l l i a m Easterly, a f o r m e r e c o n o m i s t w i t h 

t h e W o r l d B a n k . Easter ly 's n e w b o o k , The White Man's 

Burden, dissects t h e h a r m t h a t has b e e n d o n e b y these 

g o v e r n m e n t p r o g r a m s . 

H e b e g i n s b y s u g g e s t i n g t h a t t h e w o r l d m a y b e 

d i v i d e d i n t o t w o t ypes o f m e n t a l i t i e s : P l a n n e r s a n d 

S e a r c h e r s . P l a n n e r s always a s s u m e t h e y k n o w t h e s o l u ­

t i o n t o o t h e r p e o p l e ' s p r o b l e m s a n d c a n d e s i g n g r a n d 

p l ans t o r e m a k e s o c i e t y a n d its i n s t i t u t i o n s . S e a r c h e r s are 

t h e rest o f us , w h o t r y t o f ind ways i n o u r i n d i v i d u a l 

c o r n e r s o f s o c i e t y t o i m p r o v e o u r c i r c u m s t a n c e s 

t h r o u g h e x c h a n g e a n d a s soc i a t i on t h r o u g h t h e d i v i s i o n 

o f l abor . 

E a s t e r l y a r g u e s t h a t p o l i c y m a k e r s , t o o , c a n b e 

Sea rche r s , b u t o n l y if t h e y star t f r o m t h e p r e m i s e t h a t n o 

o n e has t h e k n o w l e d g e a n d abi l i ty t o m i c r o m a n a g e s o c i ­

ety. Ins tead , t h e y l o o k for ways t o i m p r o v e t h e i n s t i t u ­

t i ons t h r o u g h w h i c h ind iv idua l s wi l l b e b e t t e r able t o 

solve t h e loca l p r o b l e m s t h e P l a n n e r c a n n e v e r fully 

u n d e r s t a n d . 

Eas te r ly p o i n t s o u t t h a t P l a n n e r s l ive in a l inguis t i c 

fan tasy land , d e l u d i n g t h e m s e l v e s a n d o t h e r s a b o u t w h a t 

t h e y d o a n d w i t h w h o m t h e y i n t e r a c t i n l e s s - d e v e l o p e d 

c o u n t r i e s . I n a v e r s i o n o f G e o r g e O r w e l l ' s " N e w s p e a k , " 

P l a n n e r s refer t o w a r as " c o n f l i c t - r e l a t e d r e a l l o c a t i o n o f 

r e s o u r c e s . " W o r k i n g w i t h m a s s - m u r d e r i n g d i c t a t o r s 

b e c o m e s "diff icul t p a r t n e r s h i p s . " A c o u n t r y w h e r e t h e 

t y r a n t l oo t s t h e w e a l t h o f t h e soc i e ty is ca l led " g o v e r ­

n a n c e i s s u e s . " W h e n loca l po l i t i c i ans a n d b u r e a u c r a t s t r y 

t o steal t h e t a r g e t e d fo re ign aid, this b e c o m e s "d i f fe r ­

e n c e s in p r i o r i t i e s a n d a p p r o a c h e s . " 

C h a p t e r after c h a p t e r detai ls e x a m p l e s o f fo re ign a id 

t h a t w e n t i n t o po l i t i ca l p o c k e t s , was " r e a l l o c a t e d " t o 

se rve t h e e n d s o f t h o s e in p o w e r , was w a s t e d o n h i g h -

prof i le i n v e s t m e n t p ro j ec t s t h a t s e r v e d n o r a t i ona l e c o ­

n o m i c p u r p o s e , u n d e r m i n e d t h e abi l i ty o f t h e c i t izens o f 
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t h e s e c o u n t r i e s t o i m p r o v e t h e m s e l v e s , o r ac tua l ly 

b r o u g h t a b o u t a r egress ion in t h e e c o n o m i c c o n d i t i o n o f 

t h e p o p u l a t i o n . 

Eas te r ly also h a m m e r s h o m e t h e key p o i n t t h a t t h e 

i n c e n t i v e s o f t h e f o r e i g n - a i d p r o v i d e r s usual ly have l i t t le 

o r n o r e l a t i o n t o t h e n e e d s o f t h e p e o p l e in w h o s e n a m e 

t h e y s q u a n d e r t ens o f b i l l ions o f dol lars . To m a i n t a i n 

t h e i r j o b s , b u d g e t s , a n d c o m f o r t a b l e lifestyle as g loba l 

pa te rna l i s t s , t h e y m u s t impress t h e po l i t i c i ans a n d v o t e r s 

i n t h e i r h o m e c o u n t r i e s w h o p r o v i d e t h e largess o n 

w h i c h t h e y live. T h e i r first p r i o r i t y is g e n e r a t i n g b i g 

goals , e x t r a v a g a n t i n t e r n a t i o n a l c o n f e r e n c e s , m a j o r g l o b ­

al " r e p o r t s , " impress ive statistics, a n d assurances tha t p r o s ­

p e r i t y w o u l d b e j u s t a r o u n d t h e c o r n e r for t hese par t s o f 

t h e w o r l d — i f o n l y m o r e m o n e y w e r e a l l oca t ed t o t h e i r 

t e n d e r care . 

P e a c e k e e p i n g efforts b y t h e U N a n d N A T O , a n d t h e 

a t t e m p t s t o i n t r o d u c e d e m o c r a c y b y se l ec t ing o r p r o p ­

p i n g u p ex i s t i ng pol i t i ca l l eaders , have h a d f ew success ­

es, E a s t e r l y a r g u e s . Soc ia l , po l i t i ca l , a n d e c o n o m i c 

c h a n g e , if it is t o b e p e r m a n e n t a n d stable, m u s t c o m e 

f r o m w i t h i n t h e s e c o u n t r i e s ; it c a n n o t b e i m p o s e d b y a n 

o u t s i d e p o w e r , n o m a t t e r h o w w e l l - i n t e n t i o n e d t h a t 

p o w e r m a y v i e w itself t o b e . T h e " w h i t e m a n ' s b u r d e n " 

o f n i n e t e e n t h - a n d e a r l y - t w e n t i e t h - c e n t u r y c o l o n i a l i s m 

left f e w success s to r ies w h e n t h e c o l o n i a l p o w e r ' s flag 

was l o w e r e d . 

I f th is s e c o n d ve r s ion o f t h e w h i t e man ' s b u r d e n in 

t h e f o r m o f W e s t e r n fo re ign a id also has b e e n a fai lure, 

t h e n w h a t c an h e l p e n d t h e p o v e r t y a n d m i s e r y in t hese 

u n f o r t u n a t e c o u n t r i e s ? Eas te r ly gives m a n y e x a m p l e s o f 

local a n d p r i v a t e a v e n u e s t o i n v e s t m e n t , indus t ry , a n d 

c o m m e r c e t h a t s lowly b u t sure ly have b e e n b r i n g i n g 

a b o u t i m p r o v e d s t andards o f l i v ing in Asia, Afr ica , a n d 

La t in A m e r i c a . 

T h e s e efforts have w o r k e d m o s t effectively w h e n aid 

a n d i n v e s t m e n t h a v e f o c u s e d o n t h e c i r c u m s t a n c e s a n d 

abil i t ies o f t h e p e o p l e t h e m s e l v e s , a n d n o t o n t h e g r a n d 

v is ions o f t h e P l a n n e r s . T h e h e a r t o f t h e m a t t e r , as Eas t ­

er ly e m p h a s i z e s ove r a n d ove r aga in , is t h e fo s t e r ing o f 

h o m e g r o w n m a r k e t e c o n o m i e s t h a t reflect t h e c u l t u r e 

a n d h i s t o r y o f t h e local p o p u l a t i o n . It m u s t b e rea l ized , 

as we l l , t h a t soc ie ta l c h a n g e d o e s n o t h a p p e n o v e r n i g h t ; 

n o r wi l l it b e a s i m p l e c a r b o n c o p y o f t h e i n s t i t u t i ons w e 

t ake for g r a n t e d in t h e W e s t . 

Finally, it s h o u l d b e p o i n t e d o u t t ha t Eas ter ly is n o t a 

cons i s t en t a d v o c a t e o f f r e e - m a r k e t so lu t ions t o d e v e l o p ­

m e n t p r o b l e m s . W h i l e h e bel ieves tha t t h e p r i va t e sec to r 

is t h e c o r e o f c h a n g e a n d i m p r o v e m e n t , h e t h i n k s tha t it 

m i g h t b e poss ib le t o devise s o m e fo re ign -a id p r o g r a m s 

c o m p l e m e n t a r y t o its efforts. ( ^ 

Richard Ebeling (rebeling@fee.org) is the president of FEE. 

The Capitalist Manifesto 
by Andrew Bernstein 

University Press of America • 

$37.00 paperback 

Rev iewed by Gary M . Galles 

2005 • 394 pages 

THE CAPITALIST 
AAANIFESTO 

A! n d r e w Berns t e in ' s The Capital­

ist Manifesto c la ims to set fo r th 

t h e h i s to r i c , e c o n o m i c , a n d p h i l o ­

soph ica l case for laissez faire. It s u c ­

ceeds o n t h e first t w o c o u n t s , b u t 

falters o n t h e th i rd . 

T h e b o o k b e g i n s b y c o n t r a s t i n g 

capi ta l i sm, based o n " t h e f u n d a m e n ­

tal m o r a l p r i n c i p l e . . . t ha t i n d i v i d ­

uals have ina l i enab le r igh t s a n d tha t g o v e r n m e n t s exist 

solely t o p r o t e c t t h o s e r igh t s , " w i t h s ta t ism, " t h e s u b o r ­

d i n a t i o n o f t h e i nd iv idua l t o t h e state." 

B e r n s t e i n , w h o t eaches p h i l o s o p h y at P a c e U n i v e r s i ­

ty, t h e n d e b u n k s t h e false, b u t l o n g - h e l d c la ims tha t c a p ­

i ta l ism h a r m e d w o r k e r s , a n d d o e s so in a m a n n e r tha t 

s h o u l d b e c o n v i n c i n g to all b u t t h o s e d e t e r m i n e d n o t t o 

be l ieve . H e s h o w s h o w after c e n t u r i e s o f e c o n o m i c 

s t agna t i on , capi ta l i sm a n d t h e Indus t r i a l R e v o l u t i o n 

w r o u g h t an u n p r e c e d e n t e d a n d u n d r e a m e d - o f rise in 

l iv ing s tandards . H i s t o r y also d e m o n s t r a t e s tha t freer 

c o u n t r i e s p r o s p e r relat ive t o less-free n e i g h b o r s (for 

e x a m p l e , N o r t h versus S o u t h Korea ) a n d tha t g r o w t h 

w i t h i n a c o u n t r y increases w i t h t h e e x t e n t o f f r e e d o m 

(for e x a m p l e , t h e U n i t e d States a n d S w e d e n ) . 

The Capitalist Manifesto refutes o t h e r false accusa t ions 

against capi ta l i sm. It s h o w s tha t h a r m f u l m o n o p o l i e s 

resul t f r o m g o v e r n m e n t i n t e r f e r e n c e w i t h t h e free m a r ­

ke t . T h e b o o k c o n n e c t s excess u n e m p l o y m e n t t o c o e r ­

cive g o v e r n m e n t l a b o r - m a r k e t r es t r i c t ions . Inf la t ion a n d 
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d e p r e s s i o n are s imilar ly t i ed t o g o v e r n m e n t a c t i ons . 

W h i l e n o t b r e a k i n g n e w g r o u n d , it p r o v i d e s a va luab le 

a c c o u n t o f h o w a l l eged "evi ls o f c a p i t a l i s m " ac tua l ly 

o r i g i n a t e f r o m its a b s e n c e . 

B e r n s t e i n also p r e sen t s as h e r o i c t h o s e i nd iv idua l s 

w h o c r e a t e d a n d d e v e l o p e d t h e ideas tha t d r ama t i ca l l y 

i m p r o v e d p e o p l e ' s lives. T h i s " h e r o w o r s h i p " is i n t e r e s t ­

i n g b u t is n o t essent ia l t o t h e c o r e a r g u m e n t t h a t o n l y 

cap i ta l i sm, b y n o t h a m s t r i n g i n g e n t r e p r e n e u r s w i t h 

r e s t r i c t ions , a l lows s u c h m u t u a l flourishing. 

U n f o r t u n a t e l y , w h e n it c o m e s t o t h e basis for B e r n ­

stein's m i n i m a l - s t a t e c o n c l u s i o n s ( c o n c l u s i o n s I share) , 

t h e b o o k f o u n d e r s . H e p re sen t s A y n R a n d ' s O b j e c t i v i s t 

p h i l o s o p h y as the d r a m a t i c b r e a k t h r o u g h a l l o w i n g p e o ­

p le t o finally see t h a t laissez-faire cap i ta l i sm is t h e o n l y 

m o r a l e c o n o m i c sys t em. D e s p i t e r e c o g n i z i n g R a n d ' s 

i m p o r t a n c e as a l e a d i n g t w e n t i e t h - c e n t u r y a d v o c a t e o f 

l iber ty , especia l ly able at h i g h l i g h t i n g statist a s s u m p t i o n s 

b e h i n d po l i c i e s , I f o u n d it u n c o n v i n c i n g . 

T h e c la ims m a d e for R a n d ' s " b r e a k t h r o u g h " o v e r ­

r each . F o r i n s t ance , t h e A m e r i c a n R e v o l u t i o n is a t t r i b ­

u t e d t o i m p l i c i t u n d e r s t a n d i n g o f h e r e g o i s m - b a s e d 

p h i l o s o p h y . B u t t h a t be l i e f i n s e l f - o w n e r s h i p a n d t h e 

p r i n c i p l e s o f l i b e r t y was re l ig ious ly based , w h i c h c o n ­

trasts sha rp ly w i t h R a n d ' s hos t i l i ty t o r e l i g i o n as subs t i ­

t u t i n g e m o t i o n a l i s m for r a t i ona l t h o u g h t . F u r t h e r , s ince 

s e l f - o w n e r s h i p a n d l ibe r ty w e r e s imilar ly u n d e r s t o o d 

t w o c e n t u r i e s a g o (for e x a m p l e , S a m u e l A d a m s ' s asser­

t i o n t h a t " M e n ' s r i gh t s are e v i d e n t b r a n c h e s of, r a t h e r 

t h a n d e d u c t i o n s f rom, t h e d u t y o f s e l f - p r e s e r v a t i o n " ) , it 

s e e m s t h a t R a n d p r i m a r i l y m a d e t h e s a m e c la ims , j u s t 

l e a v i n g o u t r e l i g i o n . 

T h e l og i c p r e s e n t e d is s o m e t i m e s s h o r t o f r i g o r o u s . 

S w e e p i n g l a n g u a g e is o f t en u s e d t o g e n e r a t e s imilar ly 

s w e e p i n g c o n c l u s i o n s , w h e n m o r e m e a s u r e d l a n g u a g e 

w o u l d b e a p p r o p r i a t e . B r o a d e r c o n c l u s i o n s are d r a w n 

t h a n are jus t i f i ed deduc t ive ly , s u c h as tha t s ince w e n e e d 

t o use o u r m i n d s t o a d v a n c e o u r lives, no r e s t r i c t ions o n 

t h e i r use c a n b e jus t i f i ed , o r c o n s i d e r i n g it p r o v e n t h a t 

s ince freer c o u n t r i e s have p r o s p e r e d m o r e t h a n less-free 

c o u n t e r p a r t s , laissez-faire g o v e r n m e n t w o u l d necessa r i ly 

y i e ld still b e t t e r results (likely, b u t n o t p r o v e n ) . 

P e r h a p s t h e b o o k ' s g rea tes t p r o b l e m is its a s se r t ion 

t h a t R a n d ' s e g o i s m is t h e o n l y m o r a l basis o n w h i c h 

cap i t a l i sm can b e d e f e n d e d . T h a t is i n c o r r e c t . C a p i t a l i s m 

is c lear ly defens ib le o n C h r i s t i a n p r i n c i p l e s , a n d m o s t 

h i s to r i ca l defenses o f l i b e r t y e m p l o y e d C h r i s t i a n , n o t 

egois t ic , r a t iona les . T h e b o o k ' s a s se r t ion imp l i e s t h a t a 

C h r i s t i a n c o u l d n o t a c c e p t cap i t a l i sm w i t h o u t r e j e c t i n g 

Chr i s t i an i ty , w h i c h wi l l u n d e r m i n e far m o r e be l i evers in 

l i b e r t y t h a n it w i l l w i n . I t h i n k tha t a sse r t ing s e l f - o w n ­

ersh ip , " T h o u shalt n o t m u r d e r (k i l l )" a n d " T h o u shalt 

n o t steal ," are sufficient t o jus t i fy cap i ta l i sm, w i t h o u t t h e 

u n c l e a r d i s t i nc t i ons a n d a t tacks o n t h o s e w h o d o n ' t 

ag ree . 

D e s p i t e a n u n c o n v i n c i n g as se r t ion o f A y n R a n d ' s 

p h i l o s o p h y as t h e sole m o r a l basis for cap i ta l i sm a n d 

s o m e p r e s e n t a t i o n p r o b l e m s ( i n c l u d i n g r e p e t i t i o u s a n d 

i r r i t a t i n g uses o f u n a t t r i b u t e d q u o t a t i o n s ) , The Capitalist 

Manifesto is a useful p r e s e n t a t i o n o f t h e e c o n o m i c a n d 

h i s to r i ca l case for cap i ta l i sm. B u t I fear t h e h a r s h t o n e o f 

t h e p h i l o s o p h i c a l d i scuss ion , re f lec t ing t h e s imilar t o n e 

o f t en u s e d b y R a n d , r isks k e e p i n g away m a n y w h o 

w o u l d bene f i t f r o m t h e b o o k . ( | | 

Gary Galles (Gary.Galles@Pepperdinc.edu) is a professor of economics at 
Pcpperdine University. 

Water for Sale: How Business and the Market Can 
Resolve the World's Water Crisis 
by Fredrik Segefeldt 

Cato Institute • 2 0 0 5 • 118 pages • $ 1 2 . 9 5 paperback 

Rev iewed by George C. Leef 

A! sk s o m e o n e t o n a m e t h e essen­

t i a l s for life a n d a l m o s t c e r t a i n ­

ly t h e first t w o w o r d s he ' l l say wi l l b e 

f o o d a n d wa te r . All b u t t h e m o s t s t r i ­

d e n t leftist accep t s tha t f o o d is bes t 

p r o d u c e d a n d d i s t r i b u t e d t h r o u g h 

t h e free m a r k e t , b u t m a n y p e o p l e 

insist tha t g o v e r n m e n t m u s t s tep in 

t o e n s u r e e v e r y o n e e n o u g h c lean 

wa te r , e i t h e r " f r e e " o r at " r e a s o n a b l e " 

p r i ce s . T h e idea o f l eav ing w a t e r t o t h e m a r k e t e v i d e n t l y 

f r igh tens m a n y i n t o a d v o c a t i n g w a t e r socia l ism. 

Soc ia l i sm, as L u d w i g v o n M i s e s so c o g e n t l y d e m o n ­

s t ra ted , necessarily m a k e s p e o p l e w o r s e off b y l e a d i n g t o 

inef f ic iency a n d t h e r e t a r d i n g o f p rogress . T h e c o n s e -
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q u e n c e s are m o s t d i re for p e o p l e l iv ing at t h e m a r g i n o f 

e x i s t e n c e , a n d especia l ly so w h e n t h e c o m m o d i t y in 

q u e s t i o n is o n e as c ruc ia l as wa t e r . I n Water for Sale 

F r e d r i k Seger fe ld t a rgues t h a t p o o r p e o p l e a r o u n d t h e 

g l o b e a re su f f e r i ng b e c a u s e o f g o v e r n m e n t w a t e r 

m o n o p o l i e s a n d t h a t t h e y w o u l d b e far b e t t e r off w i t h 

p r o v i s i o n b y t h e free m a r k e t . Seger fe ld t , a s e n i o r adv ise r 

t o t h e C o n f e d e r a t i o n o f S w e d i s h E n t e r p r i s e ( the b o o k 

was o r i g i n a l l y p u b l i s h e d in S w e d i s h b y t h e t h i n k t a n k 

T i m b r o ) , p o i n t s o u t t h a t m o r e t h a n a b i l l i on p e o p l e d o 

n o t h a v e w h a t A m e r i c a n s t ake for g r a n t e d — a b u n d a n t 

suppl ies o f c l ean w a t e r . A p p r o x i m a t e l y 12 m i l l i o n dea th s 

p e r yea r c a n b e a t t r i b u t e d t o t h e lack o f c l ean wa te r . 

O n e w o u l d t h i n k t h a t a p r o b l e m o f t h a t m a g n i t u d e 

w o u l d cause " soc ia l ac t iv is t s" a r o u n d t h e w o r l d t o ba t t l e 

for t h e r e p l a c e m e n t o f ineffect ive g o v e r n m e n t w a t e r sys­

t e m s w i t h m a r k e t a l t e rna t ives . 

B u t that ' s n o t t h e case at all. Seger fe ld t d o c u m e n t s 

t h e voc i f e rous o p p o s i t i o n t h a t p roposa l s for a b a n d o n i n g 

soc ia l i sm for p r i v a t e e n t e r p r i s e in w a t e r p r o v o k e . H e 

w r i t e s , " O p p o n e n t s o f p r i v a t i z a t i o n l o o k a skance at t h e 

poss ib i l i ty o f m a k i n g m o n e y f r o m peop le ' s n e e d for 

w a t e r a n d fear t h a t t h e p o o r w i l l have this f u n d a m e n t a l 

necess i ty t a k e n away f rom t h e m if t h e y c a n n o t pay for it. 

W a t e r , t h e y a r g u e , is a h u m a n r i g h t t ha t t h e p u b l i c s e c ­

t o r is d u t y - b o u n d t o p r o v i d e . " 

T h a t o p p o s i t i o n is s t r o n g e v e n t h o u g h t h e r e have 

b e e n m a n y success s tor ies w i t h w a t e r p r i va t i z a t i on . F o r 

e x a m p l e , Seger fe ld t n o t e s t h a t i n M a n i l a p r i va t e e n t e r ­

p r i s e h a d a t r e m e n d o u s pos i t ive effect w h e n b u s i n e s s ­

m e n w e r e a l l o w e d t o establ ish a w a t e r c o m p a n y . P e o p l e 

w h o h a d b e e n g e t t i n g w a t e r for o n l y a f ew h o u r s a day 

at h i g h p r i c e s f r o m t h e g o v e r n m e n t sys tem r e p o r t t h a t 

t h e y n o w h a v e access t o w a t e r a r o u n d t h e c l o c k , a n d at 

l o w e r p r i c e s . H o w m u c h lower? W h e r e a c u b i c m e t e r o f 

w a t e r u s e d t o cos t 1 0 0 pesos , it is n o w o n l y 15 p e s o s — 

a h u g e sav ing for a p o o r family. 

W h o are t h e s e voc i f e rous o p p o n e n t s ? Pred ic tab ly , 

p u b l i c - s e c t o r w o r k e r s w h o en joy t h e i r m o n o p o l y use all 

t h e i r po l i t i ca l c l o u t t o o p p o s e any m o v e t o w a r d a free 

m a r k e t i n w a t e r . T h e y find allies i n v a r i o u s n o n g o v e r n ­

m e n t o r g a n i z a t i o n s t h a t ref lexively o p p o s e any m e a s u r e 

w i t h a h i n t o f cap i ta l i sm, a n d in t h e m e d i a , w h i c h u s u ­

ally g ive a b u n d a n t c o v e r a g e t o t h e p o l i t i c a l / i d e o l o g i c a l 

foes o f t h e free m a r k e t . Seger fe ld t w r i t e s w i t h pass ion 

tha t " i t w o u l d b e n o t j u s t a pity, b u t q u i t e o u t r a g e o u s if 

m i l l i ons o f p e o p l e w e r e t o s tarve, fall ill, a n d d i e t h r o u g h 

w a t e r sho r t ages b r o u g h t a b o u t b y t h e s t r i den t p r o p a g a n ­

da o f ves t ed in teres ts a n d p o w e r f u l i d e o l o g i c a l m o v e ­

m e n t s w i t h different ends in v iew." 

S h o w i n g t h e typica l leftist p r e f e r e n c e for sha red m i s ­

e r y r a t h e r t h a n capitalist a b u n d a n c e , o p p o n e n t s o f w a t e r 

p r i v a t i z a t i o n of ten c o n t e n d t h a t s ince t h e r e isn' t e n o u g h 

w a t e r t o g o a r o u n d , o u r emphas i s s h o u l d b e o n r e d u c ­

i n g w a t e r u s a g e i n s t e a d o f i n c r e a s i n g its supply . 

Segerfe ld t c ru shes t h a t idea in his c h a p t e r " A S h o r t a g e 

o f G o o d Pol ic ies , N o t o f Wate r . " 

In t h e c o u r s e o f t h e b o o k t h e a u t h o r ind ic t s t h e g o v ­

e r n m e n t s o f p o o r c o u n t r i e s w h e r e w a t e r supp ly is so 

def ic ien t . T h e p r io r i t i e s o f t h e ru le rs a n d the i r s u p p o r t ­

ers are s u c h tha t c lean w a t e r for o r d i n a r y p e o p l e is o f l i t ­

tle i m p o r t a n c e . It's a n o ld , sad s to ry tha t n e e d s t o b e t o l d 

aga in a n d again: T h o s e w h o r u n g o v e r n m e n t s s h o u l d b e 

c o u n t e d o n to d o w h a t is i n their in teres t , n o t w h a t is i n 

t h e in te res t o f t h e mass o f t h e p o p u l a t i o n . 

Water for Sale is c h o c k full o f e v i d e n c e o f t h e success 

o f f r e e - m a r k e t w a t e r p ro jec t s a n d t h e failures o f w a t e r 

socia l i sm. T h e b o o k is r e m a r k a b l y effective in d e m o n ­

s t ra t ing tha t s u p p o s e d l y c o l d - h e a r t e d capi ta l i sm does 

w o n d e r s for p o o r p e o p l e w h e n it's a l l owed t o f u n c t i o n , 

a n d also tha t t h e s u p p o s e d l y c o m p a s s i o n a t e advoca tes o f 

s ta t i sm are c o m m i t t e d t o pol ic ies tha t h e l p k e e p t h e 

p o o r m i r e d in p o v e r t y a n d misery. 

So let's ho i s t a glass o f w a t e r — o r any o t h e r b e v e r a g e 

y o u c h o o s e — t o F r e d r i k Segerfe ld t for this e n l i g h t e n i n g 

b o o k . §> 

George Leef (georgelcef@aol .com) is the book review editor of 
T h e Freeman. 
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Common Sense Economics: What Everyone Should 
Know About Wealth and Prosperity 
by James Gwartney, Richard L. Stroup, and Dwight R. Lee 
St. Martin's Press • 2005 • 194 pages • $18.95 

Rev iewed by Tom Lehman 

I t is o f t en said t h a t c o m m o n sense 

is n o t all t h a t c o m m o n . A n o t h e r 

adage h e a r d b y e c o n o m i s t s is t h a t 

e c o n o m i c s is t h e " p a i n s t a k i n g e l a b ­

o r a t i o n o f t h e o b v i o u s . " S u c h 

c l iches w e r e h a p p i l y i g n o r e d b y t h e 

a u t h o r s o f Common Sense Economics. 

T h e y g ive t h e r e a d e r d o s e after 

d o s e o f c o m m o n - s e n s e e c o n o m i c 

analysis w h i l e t a k i n g t h e p a i n o u t o f u n d e r s t a n d i n g n o t -

a l w a y s - s o - o b v i o u s ins ights i n t o h o w m a r k e t s w o r k . 

G w a r t n e y , S t r o u p , a n d L e e h a v e t a k e n se r ious ly t h e call 

for e c o n o m i c l i teracy, w i t h t h e i n t e n t o f m a k i n g e c o ­

n o m i c s in te l l ig ib le for t h e w i d e r a u d i e n c e . I f y o u are a 

s t u d e n t , a bus iness profess iona l , o r j u s t c u r i o u s a b o u t t h e 

w o r l d a n d w a n t t o u n d e r s t a n d e c o n o m i c s , this b o o k is 

for y o u . I f y o u are a n i n s t r u c t o r o f e c o n o m i c s , t h e b o o k 

m a k e s a n e x c e l l e n t s u p p l e m e n t t o t r a d i t i o n a l p r i n c i p l e s 

t ex t s . 

T h e m a i n t h e m e t h r o u g h o u t t h e b o o k wi l l b e f a m i l ­

iar t o r eade r s o f The Freeman: e c o n o m i c p e r f o r m a n c e 

d e p e n d s cr i t ica l ly o n g e t t i n g t h e i n c e n t i v e s r i g h t , a n d 

p r i v a t e p r o p e r t y , free e n t e r p r i s e , a n d m i n i m a l g o v e r n ­

m e n t i n t e r v e n t i o n are t h e m o s t effective m e a n s o f h a r ­

ne s s ing i ncen t i ve s for t h e b e t t e r m e n t o f all. T h e a u t h o r s 

k n o w t h e i r e c o n o m i c s a n d are g i f ted apo log is t s for t h e 

" inv is ib le h a n d . " T h e y carefully l ead t h e r e a d e r d o w n a 

n a r r o w p a t h , a v o i d i n g b o t h t e c h n i c a l e c o n o m i c r e sea rch 

a n d t h e h a l f - t r u t h s o f c o n t e m p o r a r y e c o n o m i c p o p ­

u l i sm , all i n a r e a d e r - f r i e n d l y p r o s e d e v o i d o f g r a p h s a n d 

e q u a t i o n s . As t h e a u t h o r s t h e m s e l v e s say in t h e p re face , 

r eade r s a r m e d w i t h t h e s i m p l e ye t p o w e r f u l too l s o f e c o ­

n o m i c log ic " w i l l b e b e t t e r ab le t o d i f ferent ia te b e t w e e n 

s o u n d a r g u m e n t s a n d e c o n o m i c n o n s e n s e . " 

T h e b o o k is t i gh t ly o r g a n i z e d i n t o f o u r c h a p t e r s . T h e 

a u t h o r s p re face e a c h w i t h a c o n d e n s e d list o f t h e t op i c s 

t o b e d iscussed . F o r e x a m p l e , c h a p t e r o n e , " T e n K e y E l e ­

m e n t s o f E c o n o m i c s , " b e g i n s w i t h a list o f s t anda rd e c o ­

n o m i c p r i n c i p l e s i n c l u d i n g : i ncen t i ve s m a t t e r , n o free 

l u n c h e s , a n d p e o p l e e a r n i n c o m e b y h e l p i n g o t h e r s . 

L ikewise , c h a p t e r t h r e e , " E c o n o m i c P rogres s a n d t h e 

R o l e o f G o v e r n m e n t , " b e g i n s w i t h a s imi lar list, i n c l u d ­

ing : g o v e r n m e n t is n o t a c o r r e c t i v e d e v i c e , t h e costs o f 

g o v e r n m e n t are n o t o n l y taxes , a n d c e n t r a l p l a n n i n g 

rep laces m a r k e t s w i t h po l i t i cs . T h e s e b r i e f lists at t h e 

o u t s e t o f e a c h c h a p t e r s ignif icant ly e n h a n c e t h e r e a d ­

abi l i ty o f t h e b o o k . T h e y wi l l b e especia l ly he lp fu l as a 

r e f e r e n c e t o s t u d e n t s r e v i e w i n g t h e b o o k in p r e p a r a t i o n 

for t h e i r first e c o n o m i c s e x a m . 

P e r h a p s t h e b o o k ' s m o s t impress ive fea ture is its 

b r e a d t h (despi te its conc i seness ) w i t h o u t d i s t r ac t i ng e c o ­

n o m i c t e r m i n o l o g y . F r o m A d a m S m i t h t o J o h n M a y n a r d 

K e y n e s t o F. A . H a y e k , M i l t o n F r i e d m a n , a n d J a m e s 

B u c h a n a n , t h e k e y ideas o f t h e m a j o r c o n t r i b u t o r s i n 

e c o n o m i c s are m a d e accessible t o t h e lay p e r s o n , always 

w i t h t h e i n t e n t i o n o f h e l p i n g t h e r e a d e r a p p r e c i a t e t h e 

forces o f t h e f r e e - m a r k e t p roces s . F o r e x a m p l e , i n t h e 

first c h a p t e r , t h e a u t h o r s l i nk t h e i m p o r t a n c e o f p r i c i n g 

signals t o t h e efficient e m p l o y m e n t o f scarce r e sou rces 

b y e x p o s i n g readers t o A d a m Smi th ' s " inv is ib le h a n d " : 

p r i c e s e n c o u r a g e ind iv idua l s t o e m p l o y scarce r e sou rces 

in a w a y tha t i m p r o v e s t h e w e l l - b e i n g o f society, e v e n 

t h o u g h t h e y i n t e n d e d o n l y t o f u r t h e r t h e i r o w n i n t e r ­

ests. T h e a u t h o r s t h e n dove ta i l th is c o n c e p t i n t o a d i s ­

cus s ion o f H a y e k ' s " k n o w l e d g e p r o b l e m " b y e x p l a i n i n g 

h o w p r i c e s g u i d e m i l l i o n s o f p e o p l e t o c o o p e r a t e 

a n o n y m o u s l y w i t h o n e a n o t h e r i n t h e c a r r y i n g o u t o f 

t h e i r i n d i v i d u a l p lans . I n a b o u t t h r e e p a r a g r a p h s t h e 

a u t h o r s distill t h e sa l ient p o i n t s o f H a y e k ' s 1 9 4 5 s c h o l a r ­

ly a r t ic le " T h e U s e o f K n o w l e d g e in Socie ty ." 

O n e t h i n g t h a t c o n c e r n s m e is t h e d i f fe rence 

b e t w e e n accessibi l i ty a n d " d u m b i n g d o w n " in t h e w o r ­

t h y effort t o p r o m o t e e c o n o m i c l i teracy. T h e a u t h o r s d o 

a w o n d e r f u l j o b o f s p e a k i n g " j a r g o n - f r e e " e c o n o m i c s , 

p l a c i n g c o n v e n t i o n a l e c o n o m i c t e r m s in a s i m p l e g l o s ­

sary at t h e e n d o f t h e b o o k . H o w e v e r , as a n e c o n o m i c s 

e d u c a t o r , I find at least s o m e o f t h a t j a r g o n useful i n 

c o n v e y i n g a d e e p e r u n d e r s t a n d i n g o f c e r t a i n top ics 

( "e las t ic i ty" for e x a m p l e ) . E v e n t h e t e r m " o p p o r t u n i t y 

c o s t " is r e l e g a t e d o n l y t o t h e glossary. O n e w o n d e r s if 

t h e m e s s a g e t h e a u t h o r s gracefu l ly c o m m u n i c a t e m i g h t 

n o t possess g r e a t e r s tay ing p o w e r if a f e w m o r e o f t h o s e 

t e r m s h a d b e e n i n t r o d u c e d . 

T h e a u t h o r s are c lear ly pas s iona t e a b o u t r e a c h i n g a 
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w i d e r a u d i e n c e a n d i m p r o v i n g e c o n o m i c l i teracy. T h e y 

c o m p r e h e n d , as a n y d e d i c a t e d e c o n o m i s t d o e s , t ha t o n l y 

w h e n v o t e r - c o n s u m e r s u n d e r s t a n d e c o n o m i c s wi l l t h e y 

b e i n o c u l a t e d agains t t h e b a d ideas a n d h a l f - t r u t h s t h a t 

f r e q u e n t l y l e n d s u p p o r t t o w e a l t h - d e s t r o y i n g g o v e r n ­

m e n t po l i c i e s . As t h e a u t h o r s p r o c l a i m , a " n a t i o n o f e c o ­

n o m i c i l l i terates is u n l i k e l y t o r e m a i n p r o s p e r o u s for 

v e r y l o n g . " N o r , o n e m i g h t add , is it l ikely t o r e m a i n 

free. I n th is b o o k , G w a r t n e y , S t r o u p , a n d L e e have p e r ­

haps d o n e for c u r r e n t a n d fu ture g e n e r a t i o n s w h a t 

H e n r y Hazl i t t ' s classic, Economics in One Lesson, d id for 

past: i l lustrate t h e c o m p e l l i n g log ic o f e c o n o m i c s in an 

accessible f o r m a t tha t is en joyable a n d in te l l ec tua l ly 

e n r i c h i n g , w h i l e also r e s p e c t i n g t h e reader ' s t i m e c o n ­

straints . n> 
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The Pursuit of Happiness 

The End Run to Freedom 
B Y R U S S E L L R O B E R T S 

Wh a t d o e s t h e fu tu re h o l d for e c o n o m i c life in 

t h e U n i t e d States? W i l l w e m o v e t o w a r d 

g r e a t e r f r e e d o m o r less? W h a t ro le wi l l ideas 

a n d r h e t o r i c play, if any, i n m a k i n g sure t h a t t h e d i r e c ­

t i o n is o n e t h a t lovers o f f r e e d o m prefer? 

O n e w a y o f l o o k i n g at A m e r i c a n e c o n o m i c p o l i c y in 

t h e t w e n t i e t h c e n t u r y is t h a t K e y n e s h e l d sway ove r e c o ­

n o m i c p o l i c y for t h e first 5 0 years . I n t h e s e c o n d ha l f o f 

t h e t w e n t i e t h c e n t u r y , M i l t o n F r i e d m a n a n d F. A . H a y e k 

h e l d t h e u p p e r h a n d . I n t h e first ha l f o f t h e t w e n t i e t h 

c e n t u r y t h e d o m i n a n t p r e s i d e n t was F D R , w h o c e n t r a l ­

i z e d e c o n o m i c p o w e r . I n t h e s e c o n d ha l f o f t h e t w e n t i ­

e t h c e n t u r y t h e m o s t i m p o r t a n t p r e s i d e n t f r o m t h e 

p e r s p e c t i v e o f e c o n o m i c p o l i c y was R o n a l d R e a g a n , 

w h o s e a d v o c a c y o f smal le r g o v e r n m e n t a n d a n t i p a t h y to 

t h e Sov ie t U n i o n sp read t h e use o f m a r k e t forces i n t h e 

U n i t e d States a n d b e y o n d , t o E a s t e r n E u r o p e a n d La t in 

A m e r i c a . O n e c o u l d a r g u e t h a t t h e i n c r e a s e d m a r k e t 

o r i e n t a t i o n o f t h e C h i n e s e e c o n o m y is p a r t o f this t r e n d . 

I n this s t o r y o f t h e t w e n t i e t h c e n t u r y a n d t h e fu ture , t h e 

glass is ha l f full. 

B u t p e r h a p s t h e glass is ha l f e m p t y . G o v e r n m e n t 

s p e n d i n g c o n t i n u e s t o g row. T h e l i m i t e d g o v e r n m e n t 

t h a t R e a g a n e s p o u s e d was m o r e r h e t o r i c t h a n r e a l i t y — 

t h e era o f b i g g o v e r n m e n t is c lear ly n o t over . I n fact, 

g o v e r n m e n t c o n t i n u e s t o g r o w a n d at a n i n c r e a s i n g ra te 

o f la te . E v e n t h e r h e t o r i c has f aded n o w ; f e w po l i t i c i ans 

se r ious ly a d v o c a t e real e c o n o m i c f r e e d o m . E v e n G e o r g e 

Bush ' s p l a n for " p r i v a t i z i n g " Socia l S e c u r i t y r e q u i r e d 

fo rced sav ing a d m i n i s t e r e d b y t h e g o v e r n m e n t . 

So w h a t ' s a classical l ibera l t o t h i n k ? Is t h e r e a n y r e a ­

s o n for o p t i m i s m ? M y c o l l e a g u e a n d b l o g g e r e x t r a o r d i ­

na i r e Tyler C o w e n t h i n k s n o t , at least i n t h e s h o r t r u n : 

M y p r e d i c t i o n is tha t , i n g e n e r a l , we l fa re states wi l l 

i nc rease in size in m o s t p laces a r o u n d t h e w o r l d . W e 

can e x p e c t m o s t areas o f t h e w o r l d t o b e c o m e 

w e a l t h i e r b e c a u s e o f g l o b a l i z a t i o n as we l l as o t h e r r e a ­

sons . A n d if y o u l o o k at c o u n t r i e s t h a t are wea l thy , 

t h e y t e n d t o have v e r y g e n e r o u s we l fa re states. Also , I 

be l i eve t h a t t h e h u m a n des i re for s e c u r i t y is e x t r e m e ­

ly s t r o n g , e v e n w h e n it is n o t efficient o r r a t i ona l . So 

as l o n g as w e e x p e r i e n c e e c o n o m i c g r o w t h , I t h i n k 

w e c a n e x p e c t we l fa re states t o g row. ( " I n t e r v i e w , 

Ty le r C o w e n , " Region Focus, W i n t e r 2 0 0 6 ) 

Tyler s e e m s r i g h t . All e v i d e n c e p o i n t s t o a n i n c r e a s ­

ing ly c e n t r a l i z e d w o r l d , a w o r l d w h e r e taxes are h i g h e r , 

w h e r e wel fare states are b igge r , w h e r e i n d i v i d u a l l iber ty , 

at least e c o n o m i c l iber ty , is smaller . A n d t h e f u n d a m e n ­

tal r e a s o n is t h a t as w e ge t w e a l t h i e r , w e b u y m o r e o f t h e 

t h ings w e l ike. O n e t h i n g w e l ike is secur i ty . W h e n 

y o u ' r e p o o r , a r i sk - f ree o r less r i sky w o r l d is a l u x u ­

ry. W h e n y o u ge t r i c h e r , y o u take m o r e care a n d c a u t i o n 

b e c a u s e y o u can afford to . 

T h i s effect o f h i g h e r i n c o m e s o n b e h a v i o r is o n e r e a ­

son , I suspec t , t h a t p a r e n t i n g t o d a y isn ' t w h a t it u s e d t o 

b e . W e m a k e o u r c h i l d r e n w e a r b i k e h e l m e t s ; w e p r o ­

g r a m t h e m so t h a t t h e y d o n ' t r o a m freely in t h e n e i g h ­

b o r h o o d ; a n d w e d i s c o u r a g e r i sky ac t iv i ty in a w a y 

p r e v i o u s g e n e r a t i o n s n e v e r d id . 

T h a t des i re for s e c u r i t y a n d less r i sk funds t h e w e l ­

fare s tate i n A m e r i c a . T h a t des i re for s e c u r i t y a n d less 

r i sk crea tes a s e e m i n g l y n e v e r - e n d i n g d e m a n d for p r o ­

t e c t i o n i s m . T h a t des i re for s e c u r i t y a n d less r isk creates 

t h e n a n n y s t a t e — t h e r e g u l a t o r y e n v i r o n m e n t t h a t m a k e s 

seat be l t s , t o b a c c o , c o c a i n e , a n d p r e s c r i p t i o n d r u g s t h e 

g o v e r n m e n t ' s bus iness w h e n it s h o u l d b e m i n e a n d m i n e 

a l o n e . 

If Tyler is r i g h t , as o t h e r n a t i o n s ge t wea l t h i e r , t h e y 

wi l l b e c o m e m o r e l ike t h e U n i t e d States in h o w t h e y 

t rea t r isk. T h e i nc rea sed w e a l t h wi l l c r ea t e a d e m a n d for 

r e g u l a t i o n j u s t as it has in t h e U n i t e d States . A n d fu tu re 
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g r o w t h in t h e U n i t e d States wi l l c rea te e v e n m o r e p a t e r ­

nal is t ic r e g u l a t i o n s h e r e . 

C o u l d b e . I m i g h t e v e n w a g e r t h a t Tyler 's r i g h t . B u t I 

h o p e he 's w r o n g . A n d I c an i m a g i n e at least o n e r o u t e t o 

e c o n o m i c f r e e d o m , de sp i t e all t h e t r e n d s r u n n i n g in t h e 

o t h e r d i r e c t i o n . 

As w e g e t w e a l t h i e r , w e d o w a n t m o r e safety a n d 

s e c u r i t y . T h a t t r e n d i sn ' t g o i n g t o c h a n g e . B u t w h y d o 

t h a t safety a n d s e c u r i t y h a v e t o c o m e f r o m t h e g o v ­

e r n m e n t ? W h y c a n ' t w e g e t o u r safety a n d s e c u r i t y 

f r o m p r i v a t e , v o l u n t a r y s o u r c e s ? T h e o b v i o u s a n s w e r is 

t h a t t h a t t r e n d is also r u n n i n g in t h e w r o n g d i r e c ­

t i o n — w e t u r n i n c r e a s i n g l y t o t h e g o v e r n m e n t for 

a c h i e v i n g t h e goa l s o f s ecu r i t y . W e ' r e f u r t h e r f r o m 

a b o l i s h i n g t h e F D A t h a n e v e r b e f o r e . W e ' r e b a n n i n g 

s m o k i n g in p r i v a t e r e s t a u r a n t s i n s o m e ci t ies a n d m o r e 

a re o n t h e way. 

B u t o n t h e pos i t ive side, w e ' r e c loser t o a b o l i s h i n g 

Soc ia l S e c u r i t y t h a n ever be fo re . N o t v e r y close, a d m i t ­

tedly, b u t closer . T r u e , P r e s i d e n t Bush ' s p r i va t i z a t i on 

w a s n ' t real p r i v a t i z a t i o n , b u t it was c loser t o real p r i v a t i ­

z a t i o n t h a n e x p a n d i n g t h e g o v e r n m e n t ' s ro le in Socia l 

Secur i ty . 

As w e ge t r i c h e r , t w o th ings affect t h e Socia l S e c u r i ­

ty d e b a t e , b o t h t r e n d i n g t o w a r d f r e e d o m . First , m o n e y 

c o m i n g f r o m p r i v a t e assets wi l l i nc reas ing ly d w a r f t h o s e 

g o v e r n m e n t Soc ia l S e c u r i t y c h e c k s . A n d that 's e v e n 

b e f o r e t h e sys t em has t o c o p e w i t h t h e b a b y b o o m e r s , 

p u t t i n g d o w n w a r d p res su re o n benef i t s . W h e n p e o p l e 

ta lk a b o u t t h e " r i s k i n e s s " o f p r i va t e Socia l Secur i ty , t h e y 

c o n v e n i e n t l y i g n o r e t h e fact t h a t ha l f t h e A m e r i c a n p e o ­

p le o w n s tocks a n d t h e y l ike it. A n i nc r ea s ing p r o p o r t i o n 

o f t h e A m e r i c a n p e o p l e a l ready c o n t r o l s t h e i r r e t i r e m e n t 

m o n e y t h r o u g h t h e i r o w n dec i s ions . 

T h e p r o p o n e n t s o f g o v e r n m e n t - p r o v i d e d r e t i r e m e n t 

always raise t h e s p e c t e r o f p e o p l e s t a r v i n g in t h e s t reet 

b y t h e i r m y o p i c fai lure t o save for r e t i r e m e n t o r s imp ly 

f r o m b a d dec i s ions . B u t w h y can ' t p r iva t e , v o l u n t a r y 

c h a r i t y t ake care o f t h o s e w h o s t ruggle? T h e skept ic 

r e s p o n d s t h a t there ' s a f r e e - r i d e r p r o b l e m — p e o p l e s i m ­

p ly w i l l let o t h e r s t ake care o f t h e u n f o r t u n a t e . T o o m a n y 

p e o p l e wi l l s tep aside t o let o t h e r s take u p t h e b u r d e n , 

a n d as a resul t , t h e r e w o n ' t b e e n o u g h m o n e y t o h e l p t h e 

p o o r . W e n e e d g o v e r n m e n t , t h e y a rgue , t o tax e v e r y ­

b o d y to p r o v i d e for t h e p o o r e lder ly w h o w o n ' t have t h e 

fores ight o r t h e g o o d f o r t u n e t o b e self-sufficient. 

Overcoming the Free-Rider Problem 

Bu t as A m e r i c a b e c o m e s w e a l t h i e r it w i l l b e easier t o 

o v e r c o m e t h e f r e e - r i d e r p r o b l e m to b r i n g t h e p o o r 

o u t o f d e s t i t u t i o n . T h a t increases peop le ' s wi l l ingness t o 

t r y a p r i va t e s o l u t i o n for t a k i n g care o f t h e elderly. 

T h e r e ' s a fly in this o i n t m e n t o f f r e e d o m . As w e ge t 

w e a l t h i e r we ' l l also have h i g h e r s tandards for w h a t it 

m e a n s t o t ake care o f e lder ly p e o p l e w h o are p o o r . T h a t 

wi l l p u s h s o m e A m e r i c a n s t o k e e p f avo r ing coe rc ive 

g o v e r n m e n t so lu t ions . B u t if e n o u g h w e a l t h y A m e r i c a n s 

f u n d t h o s e p r i va t e a l te rna t ives t o g o v e r n m e n t , m a y b e w e 

can s h o w p e o p l e tha t p r iva te so lu t ions can actual ly 

w o r k . 

Ca l l it an e n d r u n t o f r e e d o m . W e ' r e a l ready see ing 

this s t ra tegy w i t h e d u c a t i o n a l r e f o r m . Ins tead o f w a i t i n g 

for e n o u g h A m e r i c a n s t o t i re o f t h e failure o f t h e p u b ­

lic s c h o o l sys t em a n d pressure po l i t i c ians t o s u p p o r t 

v o u c h e r s , p e o p l e have t u r n e d d o w n t h e " f r e e " pub l i c 

schoo l s a n d h o m e - s c h o o l e d t he i r k ids o r sent t h e m to 

p r i va t e s choo l s . 

A n d s o m e p e o p l e have f u n d e d schola rsh ips for p o o r 

k ids t o g o t o p r i va t e schoo ls . Yes, there ' s a f r ee - r ide r 

p r o b l e m . B u t e n o u g h p e o p l e g ive a n y w a y to m a k e p r i ­

va te ly f u n d e d scho la rsh ips a real w a y to s h o w p e o p l e 

t h a t v o u c h e r s w o r k , o r e v e n be t t e r , t ha t w e d o n ' t n e e d 

g o v e r n m e n t schoo l s . 

As w e ge t wea l th ie r , t he se p r iva t e e n d r u n s a r o u n d 

t h e h e a v y h a n d o f g o v e r n m e n t are easier t o fund . If w e 

k e e p f igh t ing t h e g o o d in te l l ec tua l fight a n d m a k i n g t h e 

m o r a l a n d analyt ica l case for f r e e d o m , t h e e n d r u n s can 

h e l p us m a r k e t t h e v i r tues o f f r e e d o m t o t h e s k e p ­

tics. W e ' l l n e v e r r e d u c e t h e d e m a n d for s ecu r i t y a n d 

safety. B u t m a y b e , j u s t m a y b e , w e can establish t h e s u p e ­

r i o r i t y o f p r iva te , v o l u n t a r y so lu t i ons t o g o v e r n m e n t 

so lu t i ons . (f|) 
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